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STATISTICAL DATA OF THE ELECTRIC LIGHT AND POWER INDUSTRY 
Compiled Monthly by the Edison Electric Institute—Covers 100% of the Industry E 
DURING THE MONTH OF MARCH (Preliminary Report) Va 
1935 1934 % 
Kilowatt-hours Generated* (Net) 
MMII oe racsnd i'n 3 bi5 ayers iw) 5S nes svpuexerees $,129,438,000 4,313,961 ,000 — 4.3 
EG WEAIED OWEE. 5 oe cece cc ceca cies 3,290, 144,000 2,815,169,000 +16.9 
Total Kilowatt-hours Generated. ...... 7,419,582,000 7,129,130,000 + 4. 
Additions to Supply 
Energy Purchased from Other Sources. . . 182,625,000 173,646,000 + 5.2 
Net International Imports................ 69,889,000 80,541,000 —13.2 
| ee OC Eee 252,514,000 254,187,000 — 0.7 
Deductions from Supply 
Ene rgy used in Electric Railway Departments. 52,729,000 64,844,000 —18.7 
Energy used in Electric and Other Departments. . . 118,801,000 120,241,000 — 1.2 wines 
- | ee eee 171,530,000 185,085,000 — 7.3 seni 
Total Energy for Distribution.......... 7,500,566,000 7,198,232,000 + 4.2 stitt 
Energy Lost in Transmission, Distribution, etc. 1,419,366,000 1,402,329,000 + 1.2 ‘ 
Kilowatt-hours Sold to Ultimate Consumers 6,081,200,000 5,795,903,000 + 4.9 to ¢ 
afte 
Sales to Ultimate Consumers (kw-hrs) stin 
Domestic BECVICE s,s. oe ee ee ees 1,125,198, 000 1,055,511,000 + 6.6 | 
Commercial—Small Light and Power (Retail). . . 1,12¢ 1059. 000 1,046,303 ,000 + 7.0 Sess! 
Commercial—Large Light and Power (Wholesale) 3,133,781,000 2, 970,849,000 + 5.5 "7 
Municipal Street Lighting............. here 200,845,000 191,391,000 + 4.9 h 
Railroads—Street and Interurban.......... 384,253,000 $12,863,000 — 6.9 the 
Railroads—Electrified Steam. ............ 66,840,000 66,041,000 + 1.2 hari 
Municipal and Miscellaneous. ......... 50,224,000 52,945,000 — 5.1 maj 
J 
Total Sales to Ultimate Consumers 6,081, 200,000 5,795,903 ,000 + 4.9 unit 
Total Revenue from Ultimate Consumers. $155,884,400 $149,780,400 4 ther 
: cont 
DURING TWELVE MONTHS ENDING MARCH 3lst util; 
= a; the 
Kilowatt-hours Generated* (net) 
By Fuel.. Aig Rey Patak a: 53,258,015,000 50,069,063 ,000 + 6.4 7 
By Water Power................ 32,699, 846,000 31,148,736,000 + 5.0 dust 
Total Kilowatt-hours Generated. ..... . 85,957,861,000 81,217,799,000 + 5.8 =a 
Purchased Energy (net)............ 2,969,347 ,000 3,168 ,464,000 -— 6.3 aspe 
Energy Used in Electric Railway and Other Departments 1,989,256,000 1,937,457,000 + 2.7 may 
Total Energy for Distribution............... 86,937,952,000 82,448,806,000 + 5.4 ln 
Energy Lost in Transmission, Distribution, etc. 14,885,058,000 14,499,037,000 + 2.7 phat 
Kilowatt-hours Sold to Ultimate Consumers. 72,052,894 ,000 67,949,769,000 + 6.0 the 
Total Revenue from Ultimate Consumers. $1,858,818,000 $1,787,563,300 4.0 
into 
Important Factors — ; gate 
Percent of Energy Generated by Waterpower 38.06; 38.4% N 
Average Pounds of Coal per Kilowatt-hour. . he 1.444 1.45+ = 
Domestic Service (Residential Use) of t 
Average Annual Consumption per Customer (kw-hr). . 639 608 + 5.1 by 
Average Revenue per kw-hr (Cents) : 2 5.25¢ 5. 44¢ - 3.5 ies 
Average Monthly Bill per Domestic C ustomer. — $2.80 $2.76 + 1.4 If 
sist 
BASIC INFORMATION AS OF MARCH 3lst try 
2 stag 
Generating Capacity (kw)—Steam............ 3,769,800 23,983,200 com 
—Waterpower.... 8,952,500 9,004,800 nate 
Internal Combustion . 500,500 470,700 b 
; | but 
Total Generating Capacity in Kilowatts.... 33,222,800 33,458,700 i stan 
Number of Customers dov 
Farms in Eastern Area (Included with Domestic) . . ; (534,907) (506,861) ‘ 
Farms in Western Area (Included with Commercial—Large) . 211,027) (205,805) sink 
Domestic Service eT et AS RO OE een net eee 20,535,169 20,097 087 trut 
Commercial—Small Light and Power......... 3,735,035 3,681,696 will 
Commercial—Large Light and Power 497,516 520,782 : 
Other Ultimate Consumers.................... 71,265 67,865 Che 
Total Ultimate Consumers. ............ 24,838,985 24,367,430 
T 
° By courtesy of the U. S. Geological Survey with deductions for certain plants not considered Electric Light and Power Enterprises. by 
orgs 
fees ee set all » 
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The Institute’s Third Convention 


ITH a total registration of 

W 1653 delegates and guests from 

all sections of the country, an 
unusually large proportion being the 
senior executives of the industry, the In- 
stitute’s Third Annual Convention came 
to an end Wednesday night, June 5th, 
after three days filled with inspiring, 
stimulating and informative business 
sessions and informal meetings. 

The splendid addresses and papers at 
the business sessions, the very evident 
harmony of thought regarding the 
major problems of the industry and the 
unity of purpose in meeting and solving 
them, engendered the most enthusiastic, 
confident and determined attitude in 
utility men that has been observed since 
the beginning of the depression. 

The commercial prospects for the in- 
dustry, particularly in regard to selling 
in all markets, economic and engineering 
aspects of utility operation, and what 
may be broadly classified as the several 
phases of the political aggression against 
the utilities were the predominating sub- 
jects both at the business sessions and in 
informal discussions among the dele- 
gates. As regards the meeting of politi- 
cal aggression by the utilities, the spirit 
of the Convention was well summed up 
by President McCarter when he said: 
“If the Government, however, is to per- 
sist in its attitude, it is up to the Indus- 
try to fight for its life. The kid glove 
stage has passed! So far as my own 
company is concerned—which _fortu- 
nately is rather happily situated, as it. is 
but a single integrated system—I will 
stand upon the bridge to the end and go 
down if need be. But our ship will not 
sink and neither will yours. Justice and 
truth are upon our side, and the right 
will prevail. Therefore be of Good 
Cheer!” 


The officers of the Institute, headed 
by President McCarter, who guided the 
organization during the past year, were 
all re-elected to their former posts with 
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the exception of Vice-President Hage- 
nah, who became a member of the Board 





RESOLUTION OF THE BOARD 
OF TRUSTEES 


At Atlantic City Convention 
RESOLVED, that the Board of 
Trustees of the Edison Electric Insti- 
tute recommend to its member com- 
panies to continue to maintain their 
present hours and wages for em- 
ployees. 
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of Trustees. Mr. Hagenah was suc- 
ceeded as Vice-President by Mr. James 
E. Davidson, President of the Nebraska 
Power Company. In addition to Mr. 
Hagenah, three other new members of 
the Board were elected, these being 
Messrs. Alfred H. Schoellkopf, Niag- 
ara Hudson Power Corpn.; P. H. 
Gadsden, The United Gas Improvement 
Company, and E. W. Wakelee, Public 
Service Electric & Gas Company. 

All meetings were at the Traymore 
Hotel, the headquarters of the Conven- 
tion. Five regular sessions were held, 
and one special session on Tuesday after- 
noon, at which several motion pictures 
were presented, including one produced 
by the Philadelphia Electric Company 
depicting the adventure of Reddy-Kilo- 
watt, the symbolic figure used by that 
and other companies in their advertising, 
and another by the General Electric 
Company showing latest advancements 
in the electrified kitchen. 


Meetings of the Board of Trustees 
and of the Operating, the Sales, the In- 
surance and the Statistical Committees 
and the Electric Kitchen Bureau were 
also held. Social events included a dance 
every evening at the Traymore, and a 
party at the Seaview Golf Club on 
Monday afternoon for the ladies attend- 
ing the Convention. The Atlantic City 
Electric Company added much to the 
successful running of the Convention 
through its contribution of personnel in 
the handling of Convention details. 

The opening session, on Monday 
morning, June 3rd, was devoted exclu- 
sively to the commercial program of the 
industry. The speakers were H. P. J. 
Steinmetz, Chairman of the Sales Com- 
mittee; C. E. Michel, Sales Manager of 
the Union Electric Light and Power 
Company, St. Louis; G. C. Estill, Presi- 
dent, Florida Posver and Light Com- 
pany, Miami, Fla.; M. J. Julian, Presi- 
dent, Better Vision Bureau; P. B. Zim- 
merman, Head of Appliance Division, 
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WM. J. HAGENAH 


JAMES E. DAVIDSON 


ALFRED H. SCHOELLKOPF 


The four new Trustees of the Institute, elected at the Convention, 
and Mr. Davidson, newly elected Vice-President 


General Electric Company, Cleveland, 
Ohio, and Samuel G. Hibben, Director 
of Applied Lighting, Westinghouse 
Lamp Company, Bloomfield, N. J. 

Mr. Steinmetz told of the splendid 
work of the Sales Committee. Messrs. 
Michel and Estill cited samples of sell- 
ing on their properties that were aston- 
ishing in magnitude. Mr. Zimmerman 
urged concentration on the _ electric 
kitchen and cited customer-appeals as 
well as utility benefits. Mr. Hibben 
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With Courage and Confidence 


HE Edison Electric Institute at 
"T adede City this week marked 

a turning point in utility affairs. 
It was a stimulating tonic to all in 
attendance. It was a morale builder. 
For the industry was vital in attitude 
and action. It took two definite stands. 
One was to fight to the last against 
the persecutors of the industry who 
are now known. Their purpose to 
destroy private utility enterprise is 
without disguise. The other was to 
go after business and expand electric 
service in all markets. Both actions 
are to be intelligent, organized and 
effective. As so aptly put by President 
McCarter, “the kid glove stage has 
passed.” ... 

There was hope and victory in the 
atmosphere. There was a revival of 
good cheer. Courageous action has 
its being in the morale and spirit so 
evident at this meeting. Leadership 
has come to the front... . 

The industry has gone to work to 
expand and perfect its organization 
and its functions. It has left its 
trenches and is carrying the fight to 
the enemy. It has regained faith in 
itself and in the ultimate victory of 
truth and justice. It has become 
again an industry of action. This 
meeting deserves to be underscored 
in the book that records outstanding 
milestones in the history of the util- 
ities. President McCarter truly said 
“be of good cheer.” It was the dawn 
of a new day in industry affairs.— 
Electrical World. 











talked of the sales possibilities of the 
new vapor illuminants. 

The papers given at this session will 
be published in complete form in the 
July issue of the BULLETIN, as will 
those of Messrs. Jo C. Guild, President 
of the Tennessee Electric Power Com- 
pany; N. E. Funk, of the Philadelphia 
Electric Company; Marion Penn, of the 
Public Service Electric and Gas Com- 
pany, Newark (together with their dis- 

(Continued on page 208) 
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The President’s Address 


By Thomas N. McCarter 


President, Edison Electric Institute 


Address before the Third Annual Convention of the Edison Electric Institute, Atlantic City, N. J., 


GREET you, ladies and gentle- 
men of the Institute, with fraternal 
regard. 

We are assembled in annual conven- 
tion under the most difficult of circum- 
stances, due to the pending situation at 
Washington. It is, however, a time 
for courage and determination on the 
part of the industry, in which there is 
no place for faint-heartedness or despair. 
The unexampled record and develop- 
ment of this industry must be continued. 
It has fifty years of glorious history be- 
hind it. Starting from scratch a little 
more than a half century ago, there has 
been poured into it a bona fide invest- 
ment of some twelve or thirteen billions 
of dollars of the savings of the people 
of the country. It has built up a gross 
business of approximately $1,800,000,- 
000, a year. It is giving wonderful 
service to the nation, at marvelously 
low rates. It is one of the major indus- 
tries of the country, ranking fourth in 
the amount of investment in it, and 
eleventh in the value of its annual 
product. 


Since. the present national adminis- 
tration was inducted into office, there 
has been launched by it against this 
industry, the most devastating and de- 
structive attack, having for its object the 
end of private operation of the electric 
industry, and its nationalization under 
Federal direction and ultimate owner- 
ship. One step has followed another. 
In the early days of the present adminis- 
tration, the provision in the Revenue 
Act of 1932, providing for a 3 per cent 
tax on domestic consumers’ bills, to be 
paid by, consumers, was transferred to 
the backs of the companies rendering the 
service, thus adding to the extraordinary 
burden of taxation now imposed upon 
our companies, which in the case of the 
one with which I am especially familiar, 
aggregates 17 per cent of its gross re- 
ceipts. Subsequently the so-called John- 
son Bill was passed, denying to this 
industry, and to this industry alone, the 
use of the Federal courts as a forum of 
original jurisdiction, to review orders 
alleged to fix confiscatory rates, arid 
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therefore to be in violation of the 
Federal constitution. 

On April 19, 1934, President Roose- 
velt signed a joint resolution, authoriz- 
ing funds to enable the Federal Power 
Commission to conduct a nation-wide 
investigation of power rates. This pro- 
posed investigation was to be in addition 
to that which the Federal Trade Com- 
mission has been carrying on over a 
period of years. 

These matters, serious as they are, 
were only curtain-raisers to what has 
followed. 


It should be said in fairness, that this 
administration is not chargeable with 
the great Boulder Dam development 
authorized and started under the previ- 
ous administration. A vast number of 
people in this country, who look with 
apprehension upon all Government 
undertakings of. this character, have 
many misgivings as to the results that 
will flow from this enormous enterprise. 
But, at least, it can be said that there 
were serious questions other than the 
development of electric power that were 
involved in this project, as for example 
—the impounding of the waters of the 
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Colorado River for vast irrigation and 
water-supply projects, to which the de- 
velopment of power was largely inci- 
dental. The surplus power made avail- 
able by the undertaking, not needed for 
the enterprise itself, is to be sold to 
large adjacent private distributors. In- 
spired by the determination of the 
Government to undertake this enter- 
prise, the new administration burst forth 
with all kinds of similar enterprises in 
various sections of the country, which, 
however, are lacking in the fundamental 
main purposes which the Supreme Court 
found justified the Boulder Dam ex- 
periment. 


The development of the monstrous 
TVA project and the setting-up of the 
Tennessee Valley Authority came into 
being. Here, starting with the old 
Muscle Shoals project as a basis, is an 
attempt, under assumed authority of 
law, to harness all the waters of the 
Tennessee River and as a result thereof, 
to produce an enormous quantity of 
power, available for use in a region now 
largely over-supplied with power, with 
the avowed intention of creating under 
false bases of accounting, a so-called 
yardstick of cost of power, which could 
be accepted by surrounding companies, 
or, in default thereof, they would be 
driven out of business. And this’ same 
yardstick was to be held up to the people 
all over the land as a proper measure 
of the cost of power. The money spent 
by the Government in the development 
of this undertaking has already exceeded 
over $100,000,000, an amount largely 
in excess of that thus far appropriated. 
And it was made perfectly apparent at 
a recent hearing before the Military 
Affairs Committee of the House of 
Representatives upon the proposed 
amendments to this legislation, that the 
Tennessee Valley Authority has pro- 
ceeded unlawfully and arrogantly and 
in contravention of the accounting prac- 
tices of the Comptroller-General’s de- 
partment, to indulge in activities and 
spend large sums of money altogether 
unauthorized by law. More or less 
similar projects have been undertaken by 
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the Government in the Northwest, such 
as the Bonneville Dam and Grand 
Coulee Dam on the Columbia River— 
not to mention such other projects as 
Fort Peck, Casper-Alcova, and Passa- 
maquoddy—the total estimated cost to 
the Government of which, including 
Boulder Dam, is approximately $730,- 
000,000. Heaven only knows what the 
total actual cost will be if and when they 
are all completed. 

The next step aimed at the destruc- 
tion of this industry was the attempt, 
under the Public Works Administration 
of funds appropriated by Congress to 
bring about national recovery, to make 
outright gifts to scattered municipalities 
of 30 per cent of the cost of a new 
municipal plant, together with a loan of 
the balance of said cost, at low rates of 
interest, said plants, when completed, 
to operate in direct competition with 
existing facilities operated by private 
capital. 


Now the Edison Electric Institute is 
not a political organization. It is the 
trade association of the industry. It is 
a factual, fact-finding research organi- 
zation, existing for the benefit of its 
members and the industry in general. 
When, however, the trustees of this 
body became fully cognizant of the fore- 
going facts, it resolved that the time 
had come for it to act. They believed 
that some of the various undertakings 
above referred to were in violation of 
the constitutional powers of the United 
States Government, and they authorized 
the employment of the best legal talent 
that could: be secured, to advise the 
Institute as to the constitutionality there- 
of. Accordingly the Honorable Newton 
D. Baker of Cleveland, Ohio, formerly 
Secretary of War; and the Honorable 
James M. Beck of Washington, D. C., 
formerly Solicitor-General of the 
United States, both constitutional law- 
yers of national reputation, were re- 
tained. These gentlemen, after exhaus- 
tive study, united in a series of joint 
opinions, in which they held substan- 
tially as follows: 

‘Ist. That the 3 per cent Tax Act was con- 
stitutional. 

2nd. That the Johnson Act was constitu- 
tional. 

3rd. That the undertakings of the Ten- 
nessee Valley Authority, as authorized by 
Congress and as, in process of time, carried 
out/by the Tennessee Valley Authority, were 
beyond the powers of Congress, and in defi- 
ance of the constitution of the United States. 

4th. That the undertaking of the Gov- 
ernment to make gifts of money and to ad- 
vance on loan the balance of the cost of 
municipal plants in competition with legally 
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existing private industry was unconstitu- 
tional. 

Meanwhile, there had been com- 
menced by preferred stockholders of the 
Alabama Power Company, whose prop- 
erty was threatened with destruction by 
the TVA development, a suit in the 
Federal courts to test the constitution- 
ality of this undertaking. Almost 
simultanteously with rendition of the 
Baker-Beck opinions came the decision 
of the Honorable W. I. Grubb, Judge 
of the Federal Court in Alabama, that 
the activities of the Tennessee Valley 
Authority were altogether illegal. 

At this juncture, backed by the 
authority of the trustees of the Institute, 
I presented, in person, to the President 
of the United States, a dignified memo- 
rial, setting forth the facts that seemed 
to the trustees to threaten the existence 
of this industry and appealed to the 
Government for a cessation of this com- 
petition, and a get-together policy for 
the elimination of whatever abuses and 
wrongs might be found to exist. I ac- 
complished nothing. On the contrary, I 
was rebuffed by a public statement issued 


the following day by the chairman of ' 


the Federal Power Commission. Mean- 
while, statement after statement began 
to be issued from this or that Federal 
commission, attacking the practices of 
the industry, putting out all kinds of 
false innuendoes, and indulging in a gen- 
eral policy of propaganda against the in- 
dustry, which, if practiced by the com- 
panies in their own defense, would have 
brought down the severest censure of 
the Government upon it. 


The methods and practices of the 
Federal Trade Commission in conduct- 
ing its investigation, and the various 
kinds of propaganda engaged in by it, 
were fully described to you yesterday by 
Mr. Weadock, who has been in con- 
stant close touch with this investigation 
from the beginning. He discloses a 
scandalous perversion of the proper 
activities of a quasi-judicial tribunal. 

Various other litigations have been 
started in different sections of the coun- 
try where these gifts and grants, to 
which I have referred, have been made; 
and in nearly every case, the undertaking 
has been enjoined in the Federal Court 
of original jurisdiction. The appeal 
from Judge Grubb’s decision in the 
Alabama Power Company case will be 
argued about the middle of June before 
the Circuit Court of Appeals in that 
section of the country, and it should 
reach the Supreme Court of the United 
States at some time during the next 
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sitting of that court. The trustees of 
the Institute are prepared to do what- 
ever is necessary to see that this case, 
and the other injunction cases to which 
I have referred, receive a full, complete 
and fair hearing before the courts of 
appellate jurisdiction. 

Now one would think that all this 
was sufficient to administer a knock-out 
potion to any industry! But such is 
not the case. The industry has gone on 
about its business; is continuing to give 
the country the best of service at con- 
stantly lessening rates, and is increasing 
its customers and gross revenues. With 
the desire to be cooperative and helpful 
in stimulating national recovery, 
although not operating under a code, 
the industry with practical unanimity 
accepted the forty-hour week for labor 
without diminution of wages, at enor- 
mous cost to itself. Now, under the de- 
cision of the Supreme Court of the 
United States, as has from the beginning 
been anticipated by all thoughtful law- 
yers, this compulsory code operation, 
where it exists, and the whole NRA 
project has been ended. As above stated, 
our compliance was voluntary, and I 
strongly recommend to the industry that 
this voluntary compliance be continued, 
to the end that the industry may con- 
tinue to practice whatever benefits there 
were in this plan, which has now been 
declared illegal. 


But the worst was yet to come! As 
its final weapon of annihilation, the 
administration produced, through the 
efforts of Messrs. Corcoran and Cohen 
(who seem to be running the United 
States these days), and caused to be 
introduced in both Houses, the Wheeler- 
Rayburn Bills, known ineptly as the 
“Holding Company Bill.” These two 
bills as introduced in the respective 
Houses, though differing somewhat in 
phraseology are alike in substance. 
Title I imposes a death sentence upon 
holding companies and provides for 
their destruction within a limited period 
of time, unless by the action of the new 
Securities Commission, under certain 
exceptional circumstances, this or that 
company should be exempted from the 
death sentence. And in the meantime 
it places full control of these holding 
companies under the control of this com- 
mission, as to the issuance of securities, 
accounting ; and practically all other de- 
tails of operation. How any such con- 


templated creation of power in a Federal 
commission can survive the logic and 
reasoning of the decision in the NRA 
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case is beyond my comprehension. In 
fact, the President himself has stated 
that in his opinion the NRA decision 
endangers, if it does not destroy, the 
whole Securities Commission legislation. 
Irrespective of its effect upon our indus- 
try or any other particular industry, it 
seems to me that this great decision is 
nation-saving, for after all, we are 
American before we are specialized in- 
dustrialists. 


It has been part of the strategy of 
the administration to gloss over or mini- 
mize the effect of Title II in these bills. 
And I think the industry itself has not 
given to this title the importance and 
publicity which it required. If any- 
thing, it is to my mind more dangerous 
than Title I. Everyone who is famil- 
iar with the electric business knows that 
the operating companies in this indus- 
try are almost altogether intrastate 
operating units. For purposes of secur- 
ity of service, economy of plant con- 
struction, and what not, they have, how- 
ever, established certain interstate cor- 
nections with companies existing in 
neighboring states, over which small 
amounts of power pass from time to 
time, from one company to the other, 
but such movements are in no sense a 
matter of retail distribution. Under the 
guise of this trifling interstate com- 
merce, Title II seeks to place all these 
companies under the direct supervision 
and management of the Federal Power 
Commission, except as to rates over re- 
tail distribution. But every other con- 
ceivable power that could be given to a 
regulating commission is bestowed in 
such cases upon the Federal Power Com- 
mission, notwithstanding that it is a 
complete duplication of the power of 
the various State commissions. And the 
bill states in so many words that the 
local regulation must be subject to the 
Federal regulation. The practical re- 
sult of this would be to subject the in- 
dustry to the most minute control of 
a vast Federal bureaucracy, to be ex- 
ercised (if the present personnel of the 
Federal Power Commission is a fair 
criterion) by wholly incompetent per- 
sons, altogether unfamiliar with, and 
ignorant of the intricacies of the public 
utility business. It would mean the end 
of State regulation. 

In view of the decisions of the 
Supreme Court of the United States 
with regard to interstate commerce, over 
a long period of years, culminating in 
the recent exhaustive opinion of Chief 
Justice Hughes in the NRA case, I 
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CHARACTER 


By George B. Cortelyou 


Past-president of the Edison Electric Institute 


Remarks Made at the Closing Session of the Convention 


R. McCARTER, associates in the Institute, ladies and gentlemen: 
First of all, let me express to you, President McCarter, my profound 
appreciation of what you have been good enough to say. And now let me 
express also the pleasure I have felt in the meeting you have had here in 
Atlantic City this year. It has been a matter of the greatest interest to me 
that you have had such a demonstration here, that you have had an attendance 
greatly in excess of anything that you expected, and that the meeting has 
been marked by the enthusiasm and the interest that have characterized it. 

Now anything I might say at this stage of the evening, following the 
splendid tribute you gave President McCarter, would almost seem to be an 
anti-climax. A well-known writer has said that it sometimes shows a fine 
command of language to say nothing. I confess that I aspire in a modest way 
to a distinction of that sort. 

As I have sat here today I have noted the character of the meeting and 
the character of the addresses. In an industry, just as in an individual, 
character still counts, and it is the character of this great industry, built up 
over a long series of years, that will count in the future and make for its suc- 
cess despite the obstacles that have been put in its path. 

I was interested a few days ago in reading that remarkable letter, the last 
letter written by Lawrence of Arabia to his old classmate and biographer, 
Robert Graves. There was one sentence that especially attracted my attention. 
In it he said, “I have convinced myself that progress today is not made by a 
single genius, but by a common effort.” 

Progress will continue to be made in this industry by a common effort, 
and there must be here in the Institute, back of its activities, backing up its 
management, a common effort; and through the Institute, on through the 
industry, there must be this evidence of common effort. With that effort, 
with the sinking of all minor differences, with a hearty support of the Insti- 
tute and the leaders of the industry, we will overcome the embarrassments of 
the present, and fortified by the great achievements of the industry in the past 
we will go on to an enlargement of its influence among the people. 

One final word: In one of the addresses today it was said, and I think 
truly, that while we have done a good job in the extension of rural electrifica- 
tion, we have done a rather poor job in telling the truth about it to the people. 
I wonder if that isn’t one of our present and future problems, that we shall 
to a much greater extent bend our energies to acquainting the public we serve 
with the truth about the Electric Industry. 
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have no hesitancy in predicting that 
Title II of this Act, should it be passed 
in anything like its present form, will 
be declared invalid by the Supreme 
Court of the United States, except as to 
supervision of and regulation over the 
relatively infinitesimal amount of cur- 
rent that actually passes over State 
lines. If, however, the bill should be 
passed in its present form and be sus- 
tained by the courts, sooner or later, it 
will be an end to the private operation 
of this industry. 

Hearings have been held on the bill 
before the Interstate Commerce Com- 
mittee of the House. The _ hearings 
were long-continued and fair, and I am 
satisfied that the majority of that com- 
mittee are not in favor of the sweeping 
provisions of the bill as drawn. 

Hearings in the Senate Committee 
were hurried and perfunctory, and the 
bill was immediately reported out by 


Senator Wheeler and some of his asso- 
ciates. There is, however, a strong 
minority report filed in opposition to its 
enactment. An attempt has been made 
by those in control of the bill to give the 
impression that the committee substi- 
tute bill in the Senate is very much 
modified. This is not the fact. Cer- 
tain changes in language have been 
made, but the vicious parts of the origi- 
nal bill remain in all their entirety. 

In its opposition to this proposed legis- 
lation, the industry has been splendidly 
represented in Washington by the volun- 
tary Committee of Public Utility Execu- 
tives, under the chairmanship of Mr. 
Gadsden. Its work has been honest, 
clean, straightforward and effective, and 
the Institute and all connected with the 
industry are under a sense of obligation 
to this committee for its splendid presen- 
tation of the industry’s objections to this 

(Continued on page 228) 





Rural Electrification 


By Hudson W. Reed 


Management Engineer, The United Gas Improvement Company, Philadelphia, Pa. 


An address before the Fourth General Session of the Third Annual Convention of the 
Edison Electric Institute, Atlantic City, N. J., June 5, 1935 


LMOST overnight, rural electri- 
fication has become a subject of 
national interest. This is because 

it has been made a part of the 1935 
Federal Works program. 

While not the largest, it is one of the 
fewconcrete and specifically defined proj- 
ects. It is regrettable that the subject 
is not better understood by the general 
public. Indeed, such is -the confusion 
of thought concerning its possibilities 
that even in the electric power industry 
its definite limitations are not always 
realized. This confusion, extending to 
the value of electrification, the costs in- 
volved, and its importance in opening 
up a future market for electric sales, 
arises from the diverse viewpoints of 
those who have taken up the cause. To 
those interested only in reemployment, 
it means the indiscriminate building of 
new lines, without regard to the use 
to which they can be put. To the pro- 
fessional friend of the farmer, it is a 
political expedient, by means of which 
he hopes to be remembered by his rural 
constituency. To those who have set 
out with the best of intentions to revolu- 
tionize living conditions in rural areas, 
it means the use of electricity for every 
conceivable purpose, preferably at a cost 
below that of other fuels, and with 
little regard for the economies of the 
problem. 

Note that this clamor has not been 
initiated by the farmer himself. Only 
in the imagination of these, his cham- 
pions, does there exist any widespread 
demand for electric service on the farm, 
or any general willingness, or ability, 
to pay for it. 

In consequence, all manner of im- 
practical and costly electrification 
schemes have been advanced. The pos- 
sibilities of the market are vastly exag- 
gerated; the costs of supplying it are 
minimized; and no attempt appears to 
have been made to correlate the prac- 
tical uses of electricity with all the ex- 
penses involved in satisfying them, such 
as the construction of lines, the wiring of 
homes, the purchase of appliances, and 
the actual cost of supplying the service. 

The responsibility for introducing a 
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little clarity into the discussion falls on 
those of us in the industry who have 
long studied this problem, and have 
actually lived with it. The time has 
come when it is necessary to state the 
facts about this much discussed, but little 
understood problem—to stop making it 
a football of politics—to refute the mis- 
statements as to its unlimited possibilities 
—and to point out its practical limita- 
tions. 
Progress of the Power Industry 

It suits the purpose of many of the 
professional friends of the farmer to 
discredit the progress thus far made by 
the utilities, but we have no reason to 
be ashamed of our record. Indeed, were 
there a more general understanding of 
the problem, its practical limitations 
could be used to show that the utilities 
have proceeded as rapidly as warranted 
by economic conditions and the actual 
demand for such service. 

It can be stated without qualification 
that, considering the low density of 
rural prospects and their limited buying 
power, the electric industry has done a 
magnificent job in attaching three quar- 
ters of a million farm and over two mil- 
lion non-farm customers to its rural 
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lines. Holding these customers during 
the present depression is evidence of 
salesmanship of the highest order. It 
can further be stated without fear of 
contradiction that the electric industry 
has taken more than its share of risks 
and has incurred more than its share of 
promotional and operating losses, in an 
effort to improve living conditions on 
the farm. 

The extent of the progress made by 
the utilities in electrifying rural districts, 
is also misrepresented. In calculating 
this progress, non-farms in the rural 
areas must be included as well as farms. 
It has been customary for those who 
wish to belittle our accomplishment in 
this field, to state that rural electrifica- 
tion is less than 12 per cent completed. 
This is an understatement of fact, be- 
cause it applies to farms only. Includ- 
ing non-farms, 25 per cent of our rural 
population are connected to central sta- 
tion service, and 31 per cent have the 
service available. Using the United 
States Census Bureau’s definition of 
rural territories—that is, communities 
with less than 2500 population—more 
than 35 per cent are now served, and 
40 per cent have service available. 
Compared with the progress made by 
the publicly-owned municipal plants 
which selfishly refuse to extend their 
lines to serve the unprofitable rural 
market, our record is indeed outstand- 
ing. There still remain more than a 
million non-farms and five million 
farms located in districts not reached 
by present central station rural lines. 
Only a small percentage of this num- 
ber can be considered as potential cus- 
tomers, not because of any conspiracy 
on the part of the utilities, but because 
of low density and adverse economic 
conditions. 

That as many as 12 per cent of our 
farms have been connected to central 
station service is due to the preponder- 
ance of non-farm residents in areas 
where most rural lines have been built. 
Rural territories where non-farm homes 
prevail are now generally served. In 
the future, instead of the present ratio 
of three non-farm to one farm cus- 
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tomer, the most promising territories 
show but one and one-half non- 
farms to each farm. The present ratio 
of all unserved non-farms to farms 
is one to three and one-half, showing 
clearly that the investment in future 
rural lines must be carried more and 
more by the farm customers themselves. 
Non-farm customers, as a source of sub- 
stantial contribution to the construction 
and operating costs of rural lines, will 
in the future be of small consequence. 


Federal Program 

So much for the progress that has 
been made. We are the first to admit 
that there is much yet to be done in 
carrying out the policy of the industry, 
which may be stated as follows: To aim 
towards the fullest degree of electrifica- 
tion consistent first, with the actual 
savings derivable from electrically per- 
formed farm operations; and, second, 
with the customer’s ability to pay for 
the more convenient but more costly 
operation of electrical household appli- 
ances. 

The orderly progress of the industry 
toward this goal is to be supplemented 
by the efforts of the national govern- 
ment. Rural electrification has become 
part of the federal works program. How 
efficiently the funds allocated for this 
purpose will be administered will depend 
in a large measure upon the extent to 
which those in charge of its administra- 
tion, and who we believe understand 
the problem, will be free from political 
interference. The administration of 
the project could vary from a carefully 
planned program, to the wholesale, in- 
discriminate building of lines before the 
prospective customers have even signified 
their intention to use the service should 
it be made available. The possibility of 
an umsystematic extension of electric 
service to the farm warrants serious con- 
sideration. 

The present appropriation of one 
hundred million dollars is in itself a 
huge sum. This earmarked allotment 
can be greatly increased at the will of 
the administration. In addition to the 
amount made available through the re- 
lief measure, additional sums required 
for financing the new customers for 
wiring and appliances will be advanced 
by other federal agencies. It will cer- 
tainly behoove the electric industry to 
bend every effort to the end that such 
vast sums are spent not merely for ex- 
perimentation or work relief, but in 
a manner that will provide practical and 
permanent benefits for our rural in- 
habitants. ; 
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There is no question as to the indus- 
try cooperating to the fullest extent with 
the Rural Electrification Administra- 
tion. Assurance has been given to the 
Administrator that it will make every 
possible effort and sacrifice to further 
this desirable social program. In doing 
so, however, the industry should know 
how far it can proceed on its own, or 
federal capital, consistent with sound 
business practice. Beyond that point 
the problem is a social one and must 
be treated as such. 


An Analysis of the Farm Market 

Let us analyze our possible market. 
Farms in this country have a density of 
2.06 per mile of road. Eliminating those 
farms now served, averaging 3.3 per 
mile, there remain 5,500,000 farms lo- 
cated on 3,000,000 miles of road, a 
density of 1.8 per mile. With the pres- 
ent low average of farm income, the 
electrification of all farms, desirable as 
this may be from a social viewpoint, is 
clearly an economic impossibility. 

Limitations. Here are some further 
practical limitations to serving any ap- 
preciable market: 


Forty per cent of all farms are tenant- 
operated. Even with the lowest reasonable 
cost of electric service and the most liberal 
financing on the part of the federal govern- 
ment for wiring and the purchase of appli- 
ances, it will be extremely difficult to induce 
this group to invest its own money for elec- 
tric service in temporary homes. A much 
greater demand for wired tenant farms 
must be created before this condition will 
materially improve. 

Almost fifty per cent of all farms are 
mortgaged. With farm earnings far below 
normal, the saddling of an additional debt 
burden on this group—unless it increases 
their earning capacity, is impractical at the 
present time. 

The average farm earnings in 1933 were 
$400; for 1934 they were about $500. The 
appliances to be purchased and the extent 
of their use must be governed by the amount 
of money available. If, through the use of 
electricity, farm productivity could be in- 
creased enough to offset the investment in 
the appliances, and their cost of operation, 
the picture would be different, but as will be 
shown, such farms are few in number. Our 
problem then is to: 

First, determine those areas where farm 
density is great enough to make the con- 
struction of new lines feasible, even though 
not immediately profitable; 

Second, locate such owners as are able to 
finance the wiring of buildings and the pur- 
chase of appliances necessary for full home 
electrification; and 

Third, develop the means of selling elec- 
tric service to these farm owners, in com- 
petition with improved farm machinery, 
telephones, automobiles, and other desirable 
commodities or services. 


Notwithstanding the social value of 
electric service on every farm, there is 
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no more reason to expect the utilities 
to make impracticable line extensions 
than to expect governmental agencies to 
extend sewer and water lines into such 
territories. | Unquestionably, each of 
these services has great social value. 
There is, however, no hue and cry for 
them. Why? Because the losses in- 
curred by such service must necessarily 
be borne by state or municipal authori- 
ties, and this would eliminate their 
political value. Neither is there any 
more justification to expect the utilities 
to assume increasing losses in serving 
rural customers than to expect the ven- 
dors of other services or commodities to 
follow a similar procedure merely to be 
of social service to the farmer. 

To bring together the factor of need 
for electric service, and the cost of sup- 
plying it, we must consider the prospects 
for its use on the preponderant number 
of what may be called normal farms, 
not the few exceptions which use a large 
amount of energy in farm operations. 

The general uses of electricity on the 
normal farm may be stated as: 

First—lighting for house and other build- 
ings. 

Second—pumping for 
operations. 

Third—farm operations. 

Fourth—household appliances. 


house and farm 


The most general demand for elec- 
tricity on the farm is for lighting in the 
home and other buildings. The hours 
of use for this purpose are quite few, 
limiting consumption to 15 or 20 
kwhr per month. Pumping water 
is not essential to every farm, since 
gravity flow and windmills cut down 
considerably the number of pumping 
prospects. The general average for all 
unserved farms for pumping would prob- 
ably not exceed 15 kwhr per month. 
Thus, consumption for lighting and 
pumping together for all unserved nor- 
mal farms will not exceed 35 kwhr per 
month—an insufficient amount to justify 
general line extensions when unserved 
farms show a national average of less 
than two per mile. 

There are several types of farms 
where large quantities of electric energy 
can be used to advantage in farm opera- 
tions: 

Poultry farms. 

Dairy farms, where cooling of milk is 
necessary for retail sale. 

Fruit farms, where pumping for irriga- 
tion may be essential, and 

Truck farms, where pumping for irriga- 
tion is sometimes profitable. 

These farms comprise less than 10 
per cent of all farms, or less than the 
total farms now served. Thus, on 90 
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per cent of all farms, electric energy 
is of little use for farm operations, except 
for lighting and pumping of water. 

The predominant part of farm labor 
cannot be performed electrically because 
electrical machinery for this purpose is 
quite limited. The horse and tractor 
are still the main sources of power, and 
are likely to retain their position for 
some time to come. Revenue from farm 
service must, therefore, be derived 
primarily from the use of the major 
household appliances. 

Granted that electricity in the farm 
home has many advantages, it cannot, 
no matter how reasonably priced, com- 
pete in cost with such fuels as oil, coal, 
and wood. Moreover, at the outset, its 
use requires costly new facilities and 
appliances. Its advantages lie only in 
labor saving, comfort, and sanitation. 
To secure these conveniences, either farm 
income must be materially increased, 
or other essential comforts of life sacri- 
ficed. I do not question the social value 
of electricity in every house ; I only make 
a statement of fact. 

We have, then a potential use, on the 
average farm, little higher than that of 
a small home in the city, where the 
density may be more than 100 customers 
per mile, as against one to four per mile 
in the rural areas. Consequently, at 
any rates at all commensurate with the 
cost of service, the electrified farm home 
will continue to be a luxury. 

If the foregoing conditions were 
otherwise, a much greater number of 
farmers already would have contracted 
for electric service because they, of all 
classes, have been forced to recognize 
the value of economy. 


Costs of Rural Service. In an effort 
to minimize this cost feature, some pro- 
ponents of rural electrification make the 
claim that some type of substandard 
construction can be used on rural lines 
which will make their cost only a frac- 
tion of the normal distribution line cost. 
To the extent that there is possible any 
substantial saving from this source, this 
claim is fallacious. In rural sections, 
continuity of electric service is vitally 
necessary. The more extensive the use 
of electricity on the farm, the greater 
the service requirements. The physical 
facilities for serving farm customers 
must, therefore, be of a substantial type 
if farm electrification is to be further 
promoted. There is a minimum cost 
for constructing distribution lines, if it 
is desired to attain the lowest possible 
over-all cost, coupled with satisfactory 
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service. Below this minimum, operat- 
ing and maintenance costs vary inversely 
with construction cost. 


Despite frequent statements to the 
contrary, there is no mystery regarding 
construction cost of rural lines, even 
though it may vary in different sections 
and under different conditions, from 
$600 to $3,000 per mile. Either extreme 
can be justified. Contrary to general 
opinion, distribution engineers have 
made as much progress in simplifying 
and standardizing distribution costs and 
construction as has been made in genera- 
tion. 


To go into the various types and costs 
of constructing rural lines would be an 
endless task, but the discussion of our 
problem would not be complete were 
we to omit an example of the cost of 
rural service. Let it be understood that 
there is no such thing as a standard cost 
for rural lines. The closest we can 
approach such a condition is by stating 
what might be termed normal costs. To 
avoid possible criticism of high costs, 
we will assume minimum investment 
and operating costs in our calculations. 
The figures given should not be con- 
strued as standard costs, for any com- 
pany, but are used for illustrative pur- 
poses only. 

To simplify the illustration, costs are 
broken down into three components: 

First, fixed cost, that is, interest on in- 
vestment, an adequate depreciation reserve, 


taxes, and insurance on the distribution 
facilities required for rural service; 


Second, the incremental distributing ex- 
pense, which includes the expense incurred 
for operating and maintaining the distri- 
bution lines; the promotion of appliance 
sales; customer accounting, including meter 
reading, billing, and collections; free ser- 
vice to the consumers, such as instructions 
in the use of appliances, replacing of fuses, 
servicing of appliances, etc.; and adminis- 
trative expense and 


Third, the cost of energy delivered at the 
customers’ meters. 

Assuming the cost of money for in- 
vestment in new facilities at six, depre- 
ciation at three, and taxes and insurance 
at 214 per cent, the total fixed charges 
on the investment will be 1114 per cent 
per year. 


Assuming an investment of $1,000 per 
mile of straight line, under normal con- 
ditions, and $110 per customer for 
meter, service, and transformer, the 
total investment per mile, exclusive of 
any share of the cost of tie or transmis- 
sion lines, would be $1,330 for three 
customers per mile. The fixed cost, at 
11% per cent, would be $153. 
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A conservative estimate for distribut- 
ing expense would be: 
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Should there be any adverse comment 
on the cost given for the operation and 
maintenance of distribution lines, it can 
be shown that the figures quoted are, if 
anything, too low. If I had applied the 
cost factors arrived at by the engineers 
of the New York Power Authority for 
urban communities, a cost of approxi- 
mately $60 would have resulted, instead 
of $77; whereas the actual cost differen- 
tial between urban and rural lines is 
probably nearer 50 per cent than the 30 
per cent here used. 


Without giving any consideration to 
load factor or additional substation 
facilities, tie and transmission lines that 
may be required, we have assumed as 
the energy cost at the customer’s meter, 
one cent per kilowatthour. 

Applying this unit cost to the present 
eastern farm use of 800 kwhr per 
annum, a total energy cost of $24 re- 
sults. 

Again we caution not to use this figure 
as an actual cost; it is illustrative only. 

Summarizing the total expense in- 
volved for three customers per mile of 
line, we have: 


Pixee CRA ..050... 2200s $153 
Cost of Distributing....... 116 
Cost GF Egergy:....... 6..:0.. | 

$293 


$ 97.37 


Under no stretch of the imagination 
is it conceivable that with the present 
normal farm use east of the Mississippi 
of less than 800 kwhr yearly can rural 
lines’ be made to pay their way at the 
rates we are expected to offer. Greater 
consumption is the only answer to a 
lower unit cost. The great handicap, 
then, is not so much what can be accom- 
plished through lower construction costs, 
or rates, as it is the inability of rural 
inhabitants to purchase the high con- 
sumption appliances necessary to make 
the extension of lines feasible. 4 


Cost Per Customer.......... 


Summary. Summarizing the factors 
which have an important bearing on the 
estimate of new consumers, we find that: 

First, in the most promising sections of 
the country, the density of new farm pros- 
pects is only 2.2 per mile of line; 

Second, most of the farms now served are 
located in the populous rural sections. 


This group contains a large portion of dairy, 
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poultry, and produce farms, the operation 
of which will permit the most profitable use 
of electricity in farm operation; 

Third, the large number of non-farm 
homes in many instances have made the 
present lines possible; future extensions must 
depend more and more on the farm load 
alone; 


Fourth, the-cost of wiring and the appli- 
ances necessary to make the line feasible, 
would amount to approximately eight times 
the annual bill for energy, and the cost of 
service in itself would take a large share 
of the farmer’s cash income; 


Fifth; the general belief that farm elec- 
tric service, like rural telephone service, can 
be of a sub-standard type, is fallacious; 
and 


Sixth, there is a time element which must 
be considered in an attempt to change the 
life-long habits of any class of people. It 
required thirty-five years for electricity to 
supplant gas for house-lighting, and fifteen 
years to connect approximately eleven per 
cent of our farms to central station service. 

Past extensions, then, should not be 
taken as the only criterion for the prac- 
ticability ‘of constructing new lines. 
Future extensions should be made with 
a full realization of the cost of con- 
struction, cost of wiring and appliances, 
the cost of service, and the farmer’s 
financial limitations. 


The Survey. There is only one cor- 
rect way to determine the number of 
potential farm customers, and that is 
through the national survey that the 
industry is having made by those who 
have lived with the problem for years. 
Such a national study has never been 
made. ~ There was, however, a survey 
made by the industry during the early 
part of this year in sections containing 
over a million farms. This survey shed 
considerable light on the whole subject, 
particularly on the limitations to the 
number of prospects, above outlined. 


Taking the results of this study and 
projecting it to cover the entire country, 
it would indicate that this year, lines 
reaching 200,000 new farm customers 
could be built, providing it is possible 
to finance the cost of the lines and the 
cost of the wiring and appliances on 
long term payments, at low interest 
rates. In addition to the 200,000 farms 
it should be possible to serve from the 
same lines 300,000 non-farm customers. 
This would be a notable increase to the 
present number of rural customers, even 
if a small percentage of those not served. 
We doubt if the national survey will 
develop more than the 500,000 cus- 
tomers we have indicated, as the extent 
of your rural prospects in 1935. This 
program involves a total expenditure of 
between three and four hundred million 
dollars, about equally divided between 
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the facilities furnished by the utilities 
and those furnished by the consumers. 


Conclusions 


In pointing out the limitations of the 
rural load, I do not mean to infer that 
there is nothing more for the industry 
to do. Expansion must go on even though 
this class of service cannot at first pay 
its fair share of the cost. The electric 
industry has reached its present enviable 
position through the pioneering spirit 
of building ahead of the times. To do 
otherwise would cause it to stand still— 
the first indication of retrogression. 

We all know that the industry will 
carry its portion of the burden to the 
extent that it is financially possible. 
Beyond that point, the degree to which 
the required social rate can be extended 
will depend largely upon the cooperation 
of your regulatory agencies. Neither 
governmentally nor privately financed 
lines in most rural districts not now 
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served can be made to pay their way. 
If there is to be a more general build- 
ing of rural lines than I have indicated, 
it must be on the premise that the reg- 
ulatory agencies understand this social 
problem so that the return from other 
classes of service will not be reduced to 
a point which will hamstring the indus- 
try in its pioneering work. Otherwise, 
our sacrifices will produce few results. 

The problem is not a simple one. It 
has many ramifications which are beyond 
the power of the utilities to ferret out 
themselves. It can not be solved by 
scientific cost allocations or scientific 
rate structure, because it is primarily 
a social problem. 

We have been asked to cooperate with 
the national program. Every concession 
possible should be made, but in making 
them there should be a complete under- 
standing and regard for all of the fac- 
tors involved. Otherwise, serious con- 
sequences might be incurred. 





Discussion of Mr. Reed’s Paper 


By Colonel William Kelly 


President, Buffalo, Niagara and Eastern Power Corporation, Buffalo, N. Y. 


R. REED has condensed into brief 
form a great mass of facts and 
conclusions on Rural Electrification. 
His presentation deserves serious study 
by all who are interested in the subject, 
and any who will give it such study will 
be surprised to find how completely the 
subject has been covered by Mr. Reed. 
My discussion of Mr. Reed’s paper 
will be confined to presentation of facts 
on the subject derived from studies of 
rural electrification in western New 
York, in New York State and in the 
Province of Ontario. 

In New York State a study of farm 
lands has been made under state super- 
vision for the purpose of classifying 
them in regard to their suitability for 
farms. 

Practically all lands in the State have 
been classified into five groups. Classes 
I and II are rated as unsuitable for 
farm use and Classes III, IV and V are 
suitable for farm uses of one sort or 
another, Class V being the best sort. 

In the territory of the Niagara Hud- 
son System in Eastern New York there 
are 11,500 customers on rural lines. Of 
these 79 are in Class I areas, 378 in 


Class II areas and the balance. 11,043, 
in areas classified as III, IV or V. 

On existing rural lines in the Eastern 
New York system there were on Janu- 
ary 1, 1935, 4634 farms not served 
with electricity. These farms are un- 
served in spite of the fact that the power 
companies have exercised every possible 
effort to get them to take service. Their 
failure to take service is almost entirely 
due to the fact that they cannot afford 
to wire their houses and provide them- 
selves with electric appliances even under 
very liberal credit terms offered. 

A survey of farms not now on rural 
lines was made about five years ago in 
Eastern New York and rechecked in 
April, 1935. The results of this survey 


are as follows: 





oe ee 213 farms 

OS eee 1336. * 

Classes III, IV and V...... 8300 “ 
(ee eee a 


Of these 9849 farms, 6600 are rated 
as possible prospects for electric service, 
the balance being unable to afford it. 

On January 1, 1935, the Niagara- 
Hudson System in Eastern New York 
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had 3312 miles of rural lines, 48,530 
rural customers and 11,500 farm cus- 
tomers. 

The average cost of rural lines, in- 
cluding transformers, meters and _ ser- 
vices, in Western New York is $1,700 
per mile. On the average there are 14.5 
rural customers per mile and 3.5 farms 
per mile of rural line. 

To serve all customers in areas III, 
IV and V in the Niagara-Hudson terri- 
tory in Eastern New York would re- 
quire 1980 additional miles of rural 
lines. The cost of these lines is esti- 
mated at $3,660,000. If all of the 6600 
prospects took service, the average would 
be about 3.3 farms per mile. 

The cost of providing wiring and ap- 
pliances for these 6600 farms on the 
basis of the average rural customer who 
uses 840 kwhr per year is about $2,000,- 
000, or about $300 per farm. To equip 
for sufficient consumption to make rural 
business profitable would cost about 
twice this amount. 

For New York State as a whole there 
are 153,000 farms, of which 57,825 are 
now served by 21,730 miles of line. 
This means that at present 37.8 per 
cent of the farms in the state have elec- 
tric service and there are on the average 
2.6 farms per mile of rural line. 

Preliminary figures from the state sur- 
vey indicate that there are about 115,- 
700 farms in areas classified as III, IV 
and V. This means that about half the 
practicable farms in the state are now 
served. 

Probably not over 2/3 of these re- 
maining farms could afford to wire and 
equip their farms and, as most of the 
non-farm rural customers are now 
served, the average will probably be 3 
or less customers per mile of rural ex- 
tension. 

We have heard a great deal about the 
success of electric service in the Prov- 
ince of Ontario, where public owner- 
ship and operation of electric service 
prevails, so a few figures relating to 
rural electrification in the Province of 
Ontario may be of interest. 

Rural electrification in Ontario is 
subsidized in 3 ways as follows: 

1. The Province pays % the cost of rural 
lines out cf taxes. 

2. The Province finances the cost of wir- 
ing and appliances for farms on liberal 
terms. 


3. The Province guarantees payment of 
the maximum service charge to farms. 


Under these conditions it might be 
expected that rural electrification in On- 
tario would have progressed much fur- 
ther than in New York state under 
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private operation without state subsidy. 
Such, however, is not the case. In On- 
tario there are about 193,000 farms, of 
which 28,000, or 14.6 per cent, are 
served. In Ontario there are 9175 miles 
of rural lines which cost $20,110,000, 
or about $2,190 per mile. 

According to the 26th annual report 
of the Hydro Electric Power Commis- 
sion, rural service in 1933 resulted in a 
net deficit of $108,589 in spite of all 
subsidies. 

To conclude, the following facts may 
be emphasized: 
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1. Despite statements to the contrary, 
utilities in the United States have 
worked very hard to accomplish rural 
electrification for the past 12 to 15 years 
and the work done has been much more 
than any possible return would justify. 

2. Farm service is now being given 
throughout the United States at consid- 
erably less than cost. 

3. The degree to which utilities can 
afford to extend service to unserved 
farms is materially lessened by subsidies 
being offered municipal competitors by 
the government. 





By P. H. Powers 
Vice-President, The West Penn Power Company 


NE HUNDRED MILLION 

DOLLARS is to be spent for the 
extension of electric service into rural 
areas. The funds have been made avail- 
able and the spending will start as rap- 
idly as suitable plans are completed. 
Our responsibility is the development of 
a program which will promote the wise 
use of these funds. This is both an op- 
portunity and a challenge. 

The first step in a program of rapidly 
extending rural electrification with the 
aid and support of the Government is 
the establishment of a mutual under- 
standing with the Government repre- 
sentatives. The next step is to state 
the problem clearly and to recognize 
frankly both its advantages and its limi- 
tations. The third step is the develop- 
ment of a program of procedure and the 
final step is to get busy and do the job. 

A relatively few people in the indus- 
try are aware of the tremendous amount 
of ground work that Colonel Reed and 
his committee have accomplished in col- 
lecting factual information, convincing 
the Government representatives of the 
soundness of this data, and creating a 
working relationship with those in the 
Government agencies responsible for 
this program. The first step has, thanks 
largely to Colonel Reed, been ably ac- 
complished. 

His paper today is such a masterful 
and complete presentation of the various 
factors of the problem that it leaves 
little opportunity for discussion. Thus, 
the second step seems also to have been 
accomplished provided, of course, that 
our friends in Washington subscribe to 
the soundness of Colonel Reed’s find- 
ings. 

The Industry Committee is now in 


the process of producing a program for 
the sound and efficient employment of 
these funds. Thus some progress has 
already been achieved toward the ac- 
complishment of the third step. 

When it comes to the final step of 
doing the job, it will be well to remem- 
ber that our success in this accomplish- 
ment will be measured, not entirely in 
terms of miles of line built or numbers 
of new customers connected. It will be 
judged in the long run by the thorough- 
ness of the selling and educational job 
we do—the degree to which our new 
customers make full, satisfactory and 
understanding use of our service. 

The objective of the Administration 
is to spend the 100 million dollar appro- 
priation as rapidly as is consistent with 
efficiency, and in such maner as to con- 
nect the greatest number of customers 
and provide a maximum of new employ- 
ment. It apparently has been recognized 
that this can best be accomplished by the 
utility companies, because in the pub- 
licity releases it has been intimated that 
95 per cent of the money appropriated 
will be available for financing the pri- 
vately owned companies. Should this 
procedure be followed, we will be ex- 
pected to carry the ball. We must not 
fumble it. The remaining few minutes 
at my disposal will be employed in the 
consideration of some of the factors in- 
volved in developing a program. 

The prospects to whom we must ex- 
tend this new service are a part of an 
uninformed if not a highly misinformed 
public. They are particularly misin- 
formed with regard to the possibilities 
of rural electrification. Although the 
R.E.A. has been conservative in its pub- 
licity, these prospects have been influ- 
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enced over a period of two years or 
more by inference, statement, and news- 
‘paper head lines to believe that some 
great and new bonanza awaits them. 
They have a perfect right to conclude, 
from what they have heard and read, 
that all electric rates are too high, that 
all appliances cost too much, and that 
they should expect to receive service as 
cheaply as their city friends who they 
think “get their electricity for $1.00 a 
month.” They have been led to believe 
that the utilities are a grasping organi- 
zation and that their chief interest dur- 
ing the past twenty years has been to 
avoid the extension of service into rural 
areas. They have not been told of the 
tremendous accomplishments already re- 
alized in rural electrification nor of the 
mounting economic difficulties as lines 
reach out into the more remote areas. 


Therefore, our first selling job is the 
highly delicate duty of debunking our 
rural prospects of a lot of false notions, 
re-educating them in some of the sim- 


ple economic facts, and informing them , 


of the uses and advantages of a new 
tool. We must keep in mind the farm- 
er’s economic situation and approach the 
job with due regard for his viewpoint. 
It will be doing him no kindness to load 
him up with a debt if he cannot afford 
to pay for any electric service. 

If those to whom Colonel Reed re- 
fers as “champions of the farmer” wish 
to be of maximum assistance to the 
farmer in securing electric service, they 
will need to cooperate actively with us 
in this debunking process. If the farm- 
ers continue to receive misinformation, 
the result will be but a hindrance to the 
program and make it that much more 
dificult of accomplishment. I am sure 
the R.E.A. recognizes this problem but 
there are many other agencies and social 
organizations who should also take this 
bit of advice to heart and receive it in 
the spirit in which it is offered. 

These sincere but misinformed gen- 
tlemen must stop using false yardsticks 
of line cost. Many line cost figures have 
been quoted, in contemplation of infe- 
rior service, which we know from ex- 
perience cannot possibly be realized even 
if the farmers should be contented with 
sub-standard service. 

Nothing but disappointment is to be 
gained by continually referring to the 
T.V.A. rates as a yardstick for rural 
rates applicable to these new lines. 
While, in many areas, the rural rates 
have already been equalized with the 


urban rates, I am not convinced that in’ 
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this program rates are of such impor- 
tance as you might think nor that ex- 
ceedingly low rates will be particularly 
helpful to the farmer. A certain amount 
of revenue will be required to justify 
the extensions. This revenue should not 
come from minimum charges alone but 
should come from the application of rate 
schedules to kwhr consumed. 

When rates are very low, large kwhr 
consumption will be necessary and to 
make use of such amounts of current 
a considerable investment will be re- 
quired in wiring, appliances, and appa- 
ratus. Many prospects will be unable 
to afford the payments and carrying 
charges on large purchases. The pros- 
pect who will pay an average of 8c. per 
kwhr and has small outlay for appli- 
ances may be about as well off at the 
initiation of this program as the pros- 
pect who will receive his service at an 
average of 4c. per kwhr and finds that 
he must make considerable investment 
in appliances. Of course, the ultimate 
objective is lower rates and as the rates 
are gradually reduced, the prospect will 
be able to finance additional appliances 
and thus enjoy greater service. It is 
my belief that many of the interested 
Government representatives realize that 
rates are not a controlling factor in the 
problem. An important part of our de- 
bunking procedure is to make this clear. 


Just as soon as we have produced a 
satisfactory program, our greatest imme- 
diate need for its inauguration will be 
an authoritative statement from high 
sources, bringing the rural prospects 
heads down out of the clouds and plac- 
ing their feet firmly on the ground. I 
hope a clear, frank, and informative 
statement of this character will be forth- 
coming and that it will set forth just 
what the prospective customers should 
and should not expect in their dealings 
with our industry. 

Now, let’s look at the rural prospect 
himself. How badly does he want ser- 
vice? We haven’t done much to sell 
him on the advantages of electricity. 
For a number of years our primary ef- 
fort has been the development of load 
among existing customers, not the at- 
tachment of new customers. Our pro- 
motional efforts have not reached be- 
yond our existing lines. Sellers of other 
goods and commodities, competing for 
the consumer’s dollar, have in the mean- 
time been developing rural wants and 
demands along other lines among those 
we are about to approach. 

In the early part of Colonel Reed’s 
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paper, he says “no widespread demand 
exists for rural service.’ Of course, 
Colonel Reed recognizes that a great 
desire exists for this service just as we 
all desire many things we do not have. 
That a greater demand does not exist, 
however, is due either to the lack of abil- 
ity to acquire, or to a greater desire to ac- 
quire some other want, such as a radio or 
a Ford. This demand for rural electric 
service has yet to be created. Even 
where service is readily available in 
rural areas there is not yet a high satu- 
ration of users. In a recent Pennsylva- 
nia survey of 3,000 miles of rural line 
picked at random, it was found that 
27.9 per cent of the premises along these 
lines were not taking service. I am in- 
formed that on a national basis rural 
customer saturation is but 75 per cent. 
Furthermore, those rural establishments 
in areas where lines have not been built, 
who really have wanted electricity, have 
been able to secure it through the use 
of home electric plants at a total outlay 
for plant, wiring and appliances which 
will not exceed that prospect’s propor- 
tion of line cost wiring and appliances 
when supplied from our lines. It is true 
that we may now have a more attractive 
financing plan to offer—this may change 
things. 

Therefore, I conclude that the job of 
spending a huge sum for rural electri- 
fication is primarily a selling job. As- 
suming we can reach agreement on con- 
struction costs, rates, guarantees, and a 
plan of financing the customer—each of 
which is a considerable undertaking in 
itself—then the biggest job of all is still 
left to be done. The customer must be 
persuaded that, on the basis of the satis- 
faction or profit he can get out of this 
service, it is in his interest to commit 
himself to a long period of payments 
for appliances, and to add to his oper- 
ating expense for the payment of electric 
service. 


Many of us have felt that the bottle- 
neck in the development of rural elec- 
trification has been the customer’s abil- 
ity to finance his wiring and appliances. 
The most important new offer we now 
have to make the farmer is a better plan 
of financing his first cost. With the re- 
moval of this obstruction, we have a 
much better opportunity to progress. 

Rural electrification, as envisioned 
both by the Administration and by the 
industry, is not accomplished when lines 
are built nor when homes are wired, 
nor can the use of electricity for the 
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simple purpose of lighting, pumping 
water and other essentials be termed 
rural electrification. Rural electrifica- 
tion means a complete use of service in 
accepted manners which will result in 
the production of more abundant living 
in rural areas. 

The job of producing rural electri- 
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fication in this sense is ours. We cannot 
do it alone, but the program must in- 
clude a highly cooperative movement 
involving the Federal agencies, the 
manufacturers, the contractors, the deal- 
ers, the farmers and ourselves. We must 
and will all become—true Champions 
of the Farmer. 





By E. C. Easter 


Chief Agricultural Engineer, Alabama Power Company 


R. REED has presented to you a 

very interesting paper on the sub- 
ject of Rural Electrification, and one 
that merits careful study by the electrical 
industry in its entirety and particularly 
the concluding paragraph. 

The industry has made remarkable 
progress in the development, but has done 
a poor job of informing the general pub- 
lic of the progress made. More than 
four million rural homes of this country 
are enjoying the conveniences of 24- 
hour electric service at rates substantial- 
ly lower than most city customers en- 
joyed only a few years ago. Yet the 
industry has generally referred to only 
the number of farms receiving electric 
service in the presentation of the accom- 
plishment, and by the use of the figures 
as to the number of farms has inade- 
quately presented the accomplishment 
even in farm electrification, in view of 
the fact that such figures do not include 
the great number of farmers who live in 
towns or hamlets for the conveniences 
and operate nearby farms. 

The problems and purposes of serving 
a non-farm customer are no different 
from those of serving a farm customer, 
and the accomplishment in making elec- 
tric service more generally available and 
useful to the public is, of course, inade- 
quately expressed if we refer only to 
farms served. Therefore, I would like 
to suggest that this Institute and Indus- 
try give consideration to the preparation 
of statistical information with reference 
to Rural Electrification, in lieu of the 
farm statistics which, in my opinion, do 
an injustice to the industry by being in- 
terpreted as a measure of the accom- 
plishment made in the expansion of elec- 
tric service. 

There have been, are, and probably 
will be, imaginary purposes of rural 
electrification, but the accomplishments 
made in the development have been in 
the pursuit of the constructive purposes: 
the effort to make the conveniences of 


electric service as generally available as 
economically possible, to assist in the de- 
velopment of the agricultural sections of 
the country, and to expand the market 
and usefulness of the electric utility ser- 
vice. The pursuit of the imaginary pur- 
poses has generally led to disappointment 
in the past and doubtless will in the fu- 
ture. The purchase and sale of electric 
service to the rural customer is a business 
transaction, and to be successful must be 
satisfactory to both parties. 

The remarkable progress made in ru- 
ral electrification has been the result of 
the vision, judgment and enterprising ac- 
tivity of the leaders of this industry and 
agriculture, and the progressive, sane at- 
titude of the American farmer. 

Some twelve years ago those leaders 
created a National Committee on the 
Relation of Electricity to Agriculture for 
the purpose of studying the problems and 
stimulating the development. The work 
of that Committee resulted in more com- 
plete and accurate information pertain- 
ing to the uses of electricity on the farm 
in less time and at less expense than 
probably any other development in the 
agricultural or electrical industry has 
required. Regardless of who is doing 
or will’ do rural electrification, the 
work of that Committee will serve as a 
contributing factor. There is, in my 
opinion, the possibility of much more 
constructive work to be done by that 
Committee that will further contribute 
to the progress of the development. 

Twelve years ago the average rural 
customer used 300 kwhr per year and 
the service was of but little value to the 
customer and a loss to the utility. The 
uses and value of the service have con- 
stantly increased, and today normal av- 
erage uses per rural customer are 1000 
kwhr per year. The value of the ser- 
vice to the rural customers has increased 
even more than the proportional increase 
in the kilowatt-hours used and the value 
of the service to the utilities is naturally 
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greater than would have been possible 
without the increased value to the cus- 
tomers. 

Alabama ranks comparatively low, in 
fact fourth from the bottom of all the 
states, in average income per farm cap- 
ita, yet the rural service of the Alabama 
Power Company suffered less losses in 
its rural business during the depression 
than any of the classes of service pro- 
vided by it, and the rural business has 
shown the greatest pick-up of any class 
of service with the better conditions of 
the past months. 

Rural electrification in April, 1935, 
as compared with April, 1934, showed 
the following increases: 


Percent Percent 
Increase Decrease 
Miles of Rural Lines .... 4.0% 
Number of Rural Cus- 
eee Peers 
Kilowatt-Hour Sales to 


Rural Customers ...... 44.4 

Average Kilowatt - Hour 
Sales Per Rural Cus- 
DO su sis 6, cb eh tae as 27.6 

Revenue from Rural Cus- 
re eee eee pes 30 ee 


Average Revenue per 


Kilowatt-Hour 18.4% 


The average consumption per rural 
customer for 12 months ending April, 
1935, was 1034 kwhr and approxi- 
mately 30 per cent of the total kilowatt- 
hours used by rural customers was being 
used for commercial applications on the 
farms. 

Electric service to the rural customers 
is generally very satisfactory and _ its 
value to them is observed by their neigh- 
bors and, therefore, there is a general 
desire for electric service by the rural 
citizens that has been created by the 
value of the service to the existing rural 
customers. 

For the past 12 or 18 months there 
has been a great amount of news, sur- 
veys and speech-making pertaining to 
rural electrification, and this has resulted 


_ in developing a hope on the part of many 


rural people that they will get electric 
service without any effort or obligation 
on their part, but the desires for electric 
service have not yet developed into de- 
mands, and inasmuch as the preliminary 
discussions and presentations of the ac- 
tivity by many of the governmental 
agencies are much more attractive than 
the more definite plans, when formu- 
lated disappointment often results. 

The introduction of Federal funds 
offers an opportunity and means of ex- 
panding rural lines much more rapidly 
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than could possibly be accomplished by 
the utilities with their own financial re- 
sources. The existing facilities and per- 
sonnel of the utilities are in position to 
be of great value to the further expan- 
sion of rural service. 

Rural electrification is not accom- 
plished by just the extension of electric 
lines, and, further, the extension of elec- 
tric lines without the necessary program 
to develop the values of the service to 
the customers and to the service agency 
is in the end detrimental to the rural 
electrification program. It, therefore, 
appears that if the building of lines is 
to be greatly accelerated, it is quite im- 
portant that there should be a corre- 
sponding acceleration of assisting the 
rural customers in realizing the maxi- 
mum possible value from the service as 
quickly as possible which, in my opinion, 
will require increased credit facilities to 
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the existing and new customers with 
which they can purchase equipment with 
which to use the service, and an in- 
creased activity to familiarize the cus- 
tomers with the uses of the service. 

Rural electrification as a whole is eco- 
nomically impossible. There are good 
rural lines existing and potential. ‘There 
are many difficult problems, but with a 
continuation of the efforts of the indus- 
try it is entirely reasonable to know that 
the progress of the development will 
continue. The Federal funds and as- 
sistance in the development will prove 
a stimulus to the work of the present, 
and it is my sincere hope that a plan 
can be worked out to provide the maxi- 
mum possible benefit from the immedi- 
ate program without creating rural elec- 
trification plans that cannot be carried 
on after the immediate program is com- 
pleted. 





By Harvey C. Couch 


President, Arkansas Power and Light Company 


HIS is rather an unexpected oppor- 

tunity, but I don’t miss an oppor- 
tunity to talk about rural electrification. 
I like that word “rural” rather than 
“farm” electrification. 

Of course, I live out in an Arkansas 
farming country, and I listened with 
great interest to what these gentlemen 
had to say, because they have studied 
their subject very carefully and they 
have some very valuable information. 

Our company started out building 
transmission lines several years ago, con- 
necting rural towns, towns of 500 to 
5000 population. We had hopes that 
some day we could reach out to the 
smaller areas. That was somewhat ar- 
rested, of course, by this depression 
which struck our part of the country 
just about the time it struck this, I 
imagine. 

In my very few remarks, I hope to 
touch some of the fundamentals I be- 
lieve the other gentlemen overlooked. 
When I left Washington in September 
there was a lot of talk about rural elec- 
trification, so when I returned home I 
thought it might be a good thing for us 
to make a very careful survey of our 
area. We surveyed this part of the 74 
counties in the state of Arkansas. Some 
of the things we found rather interest- 
ing. We had felt the criticism, or in- 
quiry, on the part of the rural people 


quite frequently, “Why is it your trans- 
mission lines cross our farms to nearby 
villages and we can’t get power?” 

On account of this growing field of 
misunderstanding and of talk about the 
power people and the power business, it 
seemed to me there was an opportunity 
for us to have our farmers understand 
our situation better if we would get out 
and study their situation with the hopes 
that we might be able to carry this ser- 
vice to them. Some of the things we 
found rather surprising in our territory. 
There are a great many rural exten- 
sions that can be made at a satisfactory 
profit almost under our nose, and some- 
how we have overlooked them. We also 
gave a lot of thought, not to a substand- 
ard line of construction, but we tried to 
develop a standard line of construction 
to meet the needs of these isolated areas, 
and we have been able to reduce the cost 
of those lines quite materially, and we 
believe we have just as rugged and per- 
manent a line for carrying that size load 
as the other. 

Another thing that we have done, and 
we found it very interesting, too, other 
than getting a little closer to our people, 
is that we have invited them to provide 
the right of way without charge to us, 
and as a result we have built several 
hundred miles of line and haven’t paid 
one dollar for it. 
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We have a committee, and it is a 
sort of local board of directors. When 
it finds a farm that might be called in- 
different toward our lines crossing the 
property, they visit the farmer, and so 
far they have converted them in every 
instance. We found it helps to build 
community spirit and a kindly feeling in 
a different way than we had expected. 

For example, we have the oldest Bap- 
tist church in Arkansas. It is over a few 
miles from the substation, but there were 
enough farm homes in that area to jus- 
tify a line down there. But the con- 
gregation said they were all poor folks 
and their income was low and they didn’t 
know how they were going to wire the 
church and buy the fixtures. I said, “We 
will hire these folks. So Mr. Preacher, 
when you talk to your committee about 
it, why not ask them how many days’ 
work they will give toward the wiring 
and so forth.” And we did it, and 
every one of those ministers are for the 
power company now. 

Now the question is, when are our 
farmers going to be able to pay the 
bills? Of course, lighting is first; water 
pumping is next. It is a rather substan- 
tial farm that can afford to pay you for 
a thousand kilowatt-hours a year. The 
great majority will be able to pay for 
only three or four or five hundred. But 
it is going to make that country a little 
better country, and it is going to make 
that farmer a little better citizen, and it 
is going to help keep his boys and girls 
whom he tries to send to college, satis~ 
fied with it. 

I visited a young fellow in a college 
of about 1800 students, whose father 
lives in Arkansas. This boy was finish- 
ing, and I asked him this question. E 
said, “What real good are the agricul- 
tural sections going to get out of you 
boys and girls coming here to this 
school ?” 

“Well,” he said, “Mr. Couch, I am 
sorry, I don’t know, but I doubt if they 
are going to get much, because when you 
bring a boy or girl here and they have 
electric lights and running water for a 
period of four years they are not going 
to go back to these farm homes to live.” 

So I am just wondering if there is not 
social uplift there, or whatever you may 
call it. I am wondering if there is not 
an opportunity there that is well worthy 
of our consideration. 

Now as to the matter of how these 
farmers are going to pay for it, their 
income is only four or five hundred dol- 
lars a year, and that is, of course, small, 
but they have to have a certain amount 
of lighting anyway. We have started 
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out on our program to assist them in 
producing something they are not now 
producing, or not now selling, to find 
this additional income. Then, too, we 
have talked to Mr. Rex Tugwell about 
the location of meat-curing plants in 
local communities, and things of that 
kind, so they can save some of their 
meat and be able to kill the hogs at the 
time when they are ready for slaughter, 
rather than have to feed them until cold 
weather. So, maybe we can assist them 
to save nearly enough to pay their bill. 
I don’t know whether the way we are 
doing it is right or not, but we have 
started out to make a careful study of 
it, to see if we can’t be of helpful, con- 
structive assistance to these people. 

I left Washington Saturday night to 
go back down there where we have our 
meeting at a little village nineteen miles 
from a railroad, and the people came in 
there on horseback and on foot and on 
muleback and in Fords, and so on, and 
I never saw such a wonderful collection 
of real country people, and I heard so 
many of them say, “This is the greatest 
day we have ever had in this community, 
and we are for it.” I remember one of 
the fellows who sat up on the stage with 
me. He was a state senator and he 
wasn’t a friend heretofore, but he cer- 
tainly spoke very kindly and was very 
much interested in what we are doing. 
So I felt that a day like that was good 
for all corporate interests in our busi- 
ness, and I told Mr. Gerard Swope that 
I wish he could have been there. 

We kind of work some of these sup- 
ply companies for premiums, you know, 
and prizes for these folks. We had a 
nice electrical refrigerator there. We 
said, “We are going to give this refrig- 
erator to the largest family,” and do 
you know, the lady who came to get 
that refrigerator had eleven children. 

And we had a washing machine there 
that we gave away to the man who had 
the largest number of children under 
ten years of age. A fellow and his wife 
walked up with six. 

Well, now, you know, a lady that has 
eleven children with a refrigerator out 
on her farm—it is going to be a great 
thing for her and is going to save a lot 
of money. 

I don’t want to take your time and 
I know it is late, but I tell you, let us 
not pass this opportunity up, because 
these farmers want a place for their 
children to come back to live, and the 
trend must be back from the city to the 
farms, because we are getting too many 
in town, and I believe we have got to 
get them back out there in the country. 
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Winners of 1935 Prize Awards 


, SHE winners of the several prize 
awards sponsored each year by 
the Edison Electric Institute were 

announced and presented Wednesday 

morning, June 5, at the Fourth General 

Session of the Convention by Mr. Frank 

W. Smith, President of the New York 

Edison Company and Chairman of the 

Prize Awards Committee of the Edison 

Electric Institute. 

The awards comprise, first, the 
Charles A. Coffin Medal awarded in 
recognition of a distinguished contribu- 
tion of a public utility operating com- 
pany, the accomplishments so recognized 
being all embracive of the company’s 
activities. “The second group includes 
those in recognition of outstanding ac- 
complishments by companies in specified 
activities. They are the George A. 
Hughes Award for the greatest contri- 
bution to the development of the do- 
mestic electric cookery load, and the 
Thomas W. Martin Award for accom- 
plishments in rural electrification. The 
third group includes prizes to individ- 
uals for essays on subjects relating to 
the electric light and power industry, 
embracing the H. M. Byllesby Prizes, 
B. C. Forbes Prize, A. L. Lindemann 
Prizes and the James H. McGraw 
Prizes. 

A report of the: Prize Awards Com- 
mittee in which the value of the com- 
petitions to the industry was stressed 
and acknowledgments were made to the 
donors of the prizes, was made at the 
session. This report will be published in 
the next issue. In many cases the prize 
winners were present to receive the 
awards from the donors or their repre- 
sentatives. The awards and their win- 
ners were: 


The Charles A. Coffin Award 


To the public utility operating com- 
pany which has made a distinguished 
contribution to the development of elec- 
tric light and power for the convenience 
of the public and the benefit of the 
industry. 

Gold Medal awarded to The Ten- 
nessee Electric Power Company, Chat- 
tanooga, Tenn., Jo C. Guild, president. 


George A. Hughes Award 


To the company showing the greatest 
contribution to the development of do- 
mestic electric cookery load. 

Cup awarded to Florida Power and 
Light Company, Miami, Fla. 


Cash Prize of $1,000 to Mr. R. H. 
Fite, Jr. 


Thomas W. Martin Rural 
Electrification Award 


To the company showing the greatest 
contribution to the advancement of rural 
electrification during 1934. 

Bronze plaque awarded to Puget 
Sound Power and Light Company, 
Seattle, Wash., Frank W. McLaughlin, 


president. 


H. M. Byllesby Award 
(Subject—A ccounting ) 

First Prize, $100—Mr. R. E. Kerns, 
Oklahoma Gas and Electric Company, 
Oklahoma City, Okla. 

Second Prize, $50—Mr. John H. 
O’Grady, Chicago District Electric 
Generating Corporation, Chicago, III. 

Third Prize, $25—Mr. Samuel J. 
Helfman, Philadelphia Company, Pitts- 
burgh, Pa. 


B. C. Forbes Award 
(Subject—Public Relations) 


Cash Prize, $250—Mr. Robert C. 
Cleminson, Nebraska Power Company, 
Omaha, Neb. 

Honorable Mention—Mr. Eugene R. 
Schief, Brooklyn Edison Company, 
Brooklyn, N. Y.; Mr. Daniel Ravenel, 
Jr., South Carolina Power Company, 
Charleston, S. C.; Mr. William E. 
Frazer, San Diego Consolidated Gas 
and Electric Company, San Diego, Calif. 


A. L. Lindemann Award 

(Subject—Electric Cookery) 

First Prize, $150—Mrs. Dera Ar- 
rington, Oklahoma Gas and Electric 
Company, Oklahoma City, Okla. 

Second Prize, $100—Miss E. Mae 
Jones, Virginia Electric. and Power 
Company, Richmond, Va. 

Third Prize, $50—Miss Anne L. 
Robertson, Virginia Electric and Power 
Company, Richmond, Va. 


James H. McGraw Award 
(Subject—Engineering ) 

First Prize, $250—Mr. J. E. Allen 
and G. J. Gross, Pennsylvania Water 
and Power Company, Baltimore, Md. 

Second Prize, $150—Mr. George G. 
Guthrie, Detroit Edison Company, De- 
troit, Mich. 

Third Prize, $100—Mr. M. L. War- 
ing, New York Edison Company, New 
York, N. Y. 














Some Washington Observations 


By Merle Thorpe 


Editor, Nation’s Business 


An address before the Third Annual Convention of the Edison Electric 
Institute, Atlantic City, N. J.. Tuesday morning, June 4, 1935 


Y observation is that the trou- 
bles of the power and light 
industry are only a part of the 

general campaign for larger political 
power and control over business en.er- 
prises. It is world-wide. Its expres- 
sion in Europe is found in Hitlerism, 
Communism, Fascism—and I hope a lit- 
tle bit later to make a comparison of 
these “isms” with our own national pro- 
gram, and I think you will see a remark- 
able similarity. It is an age-old struggle, 
nothing new about it. Politicians want 
more power. The bewilderment and 
confusion over the contradictory mea- 
sures put forth almost daily could easily 
be cleared up if this objective were kept 
in mind: Who is to control, the indi- 
vidual citizen or the politician? 

The drive for Government ownership 
and operation amounts in its simple es- 
sence as to how management shall be 
chosen. The only difference in the opera- 
tion, for example, of the light and power 
industry by politicians or private indi- 
viduals lies in this: Shall the managers 
be chosen by personal competition from 
the ground up as in the past, or ap- 
pointed by a postmaster general on a 
patronage basis? The money in either 
case comes from the thrifty citizens, in 
one by voluntary investment, in the 
other by compulsion through taxation. 





The danger to our national progress 
is that politcial management has yet to 
prove itself. Politics, since the world be- 
gan, has never created a wealth produc- 
ing enterprise in the sense that it provides 
in itself for the continuous employment 
of men. Walk down the street with me. 
Those telegraph and telephone poles, 
those rails, department stores, power 
plants, buildings, that airplane overhead, 
the motion picture house, the radio aerial, 
ships, the truck delivering coal, the oil 
derrick, the automobile—none was 
created by a political organization, each 
was brought forth by the voluntary co- 
operation of individuals. 

The bank is a development of the 
jeweler who safeguarded his customer’s 
cash; the insurance company began as a 
pooling of risks by traders. 
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You-may still be skeptical. You may 
call attention to the city water works 
and to the post office. But, as Herbert 
Spencer points out, it took 50 years of 
development by individuals to promote 
the idea of city water works before 
political bodies adopted them. Even the 
post office in Great Britain and the 
United States grew from the private col- 
lection and distribution of mail. No, 
political capitalism engages in nothing 
new. It simply takes over what has al- 
ready been pioneered by individual citi- 
zens. That is the record, and I turn to 
it with no thought to disparage the char- 
acter of the men and women in public 
service. The limitations of political 
government are inherent and quite apart 
from the quality of its personnel. 


Observation No. 2: Politics is inept 
when it leaves its proper field. We 
started out, as you remember, two years 
ago to make war against this depression. 
See how we have accomplished that 
strategy. When we declare war against 
another nation we set up a propaganda 
bureau. That is the first thing and a 
necessary thing in order to keep up the 
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morale of the fighting forces abroad and 
of the civilian forces at home. 

Well, in this war against the depres- 
sion we set up a propaganda bureau, the 
greatest the world has ever seen. Did 
we go about it in the way that would be 
designed to win the war? Did we say, 
“Look at those regiments, those indus- 
trial regiments, marching to battle, over 
there that brigade of bankers; you can 
depend upon those bankers, they are your 
friends, they have shown great coopera- 
tive spirit in building up American enter- 
prise. If you doubt that go to the reports 
of the Canadian Commission and the 
British Commission sent here to study 
our banking system, and in both cases 
they held up our banking system in com- 
parison to their own systems as coopera- 
tive, one reason that the United States 
had gone ahead and had shown industrial 
tail lights to the other nations of the 
world.” 

But did we do that? No. We said, 
“That brigade, you can’t have much 
confidence in them. They are money 
changers. They will steal a widow’s 
mite to buy a Peruvian bond. You can’t 
trust them.” 


And the next brigade, the manufactur- 
ers—did we say to the people of the 
country: “That brigade you can depend 
upon. They have taken natural re- 
sources and put more value into their 
finished products than any other nation 
on the face of the earth. They pay the 
highest wages of any other nation. They 
have the best sanitary arrangements. 
They have taken more care of pension 
plans than anywhere else. You can de- 
pend upon them”? 

No. We said, “Those manufacturers, 
it is too bad, but we can’t depend upon 
them. They are chiselers, rebaters. They 
exploit child labor. They operate sweat 
shop systems. They can’t handle their 
own labor problems. There is an eternal 
conflict between the employer and the 
employee and until we can settle all of 
those things we can’t hope for much suc- 
cess in this battle from that brigade.” 

And the third division, the power and 
light industry—did we as a propaganda 
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bureau, in order to keep up the morale 
of the fighting forces and the civilians 
back home, tell what had been accom- 
plished and could be accomplished by 
that industry? Did we say, “In 50 years, 
without government subsidy, through 
the confidence in their work, they have 
collected from the people voluntarily 
twelve to fourteen billions of dollars, 
and they have put electric light in 20 
million homes in this country, and at a 
cost less than the price the men pay for 
cigarettes and the women pay for cos- 
metics.” Did they say that it was made 
available for rich and poor alike, that it 
was a dependable service operating 24 
hours of the day? Did they say that? 
No. They said, ““The power and light 
industry must be reformed first before 
we can hope for any help from them in 
this battle against depression. They are 
bleeding the people white ; they are hold- 
ing companies; they are iniquitous, and 
we must reform that brigade.” 


And so on, through the whole list of 
the battalions of American industry. 
Commercial aviation was without morals 
or conscience. The lumber, oil and coal 
men were called barons. Exchanges were 
gambling houses. Retailers were goug- 
ers and oppressors of the consumer. Mail 
order houses and chain stores were 
worse. Advertising and selling were 
waste and direct charges upon consump- 
tion. Steel and chemical companies mak- 
ing munitions were the last completing 
the cycle. 

This amounts to the indictment of a 
‘whole people charging them with im- 
morality, bad ethics, non-social instincts, 
common dishonesty. It likewise indicts 
the life-long work of our churches and 
schools, institutions where unbounded 
energy and self-sacrifice and money had 
been devoted to character building. 

Is it any wonder, then, that commer- 
cial industry so misrepresented, blamed 
for every shortcoming of human nature, 
has failed to respond when the principal 
factor in such response lies in the faith 
and confidence of the people themselves 
in the very institutions and processes to 
which they look for business recovery. 

Observation No. 3; We, the peo- 
ple, for the moment, by Supreme Court 
decision, have narrowly escaped a new 
despotism more repellent than the auto- 
cratic rule we threw off in 1776. We 
were beginning to learn that Federal 
bureaucrats can be as arrogant and 
despotic as any divinely appointed ruler. 
We saw bureaucracy in recent months 
add hundreds of thousands to its ranks, 


EDISON ELECTRIC INSTITUTE BULLETIN 


a 35,000 increase in Washington alone, 
and new Federal agencies set up in every 
hamlet. We saw one of the 50 new 
ruling powers, the NRA, pass 5000 laws 
with criminal penalties, and 17,000 regu- 
lations providing fines and boycotts. We 
noted with concern the thousands added 
to the Federal police service. 

The turning back to Constitutional 
principles is heartening to thoughtful 
Americans. The Constitution expresses 
the changed relationship brought about 
150 years ago of the individual to his 
government. Up to that time a central 
political authority, usually a king with 
an alleged divine right, had directed and 
controlled the activities of the individual, 
who could be called out for war and 
who could not ask the reason why, nor 
where, nor against whom. The indi- 
vidual could not leave his caste in society 
and it was well nigh impossible for him 
to leave the work and calling of his 
fathers. But the founders of our eco- 
nomic and social system demanded that 
the order be changed; that, instead of 
the state directing the individual, the 
central government should be the ser- 
vant, not the master. 


I suggest a re-reading of the early 
history of these United States. As I re- 
read the debates which led up to the 
formation of the Union, I find that I 
was not taught the whole story of the 
Constitution. I was taught that it was 
a mechanism designed to protect the 
political liberty of the individual. That 
is true, but there is something more. If 
we look deeper, we see that back of 
political liberty was the safeguarding of 
economic liberty, the economic freedom 
of the individual, giving him the right to 
choose his work, the right to manage an 
enterprise in his own way, and the right 
to gain and hold the reward, if any, for 
the successful conduct of that enterprise. 
Political freedom was necessary to pro- 
tect this economic freedom. President 
Coolidge expressed the corollary of this 
“self-evident truth” when he said, “The 
loss of economic freedom will carry with 
it the loss of political freedom.” 

So, I have learned in a recent review 
of those early days that the fear was not 
that a strong centralized government 
could not be set up, rather the fear was 
that the pioneers of this new political 
field would be unable to set up any gov- 
ernment that was not too strong and 
that would not ultimately deprive the 
individual of his economic rights. The 
men of that time knew by bitter experi- 
ence what rights meant, and they knew 
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what they were striving to accomplish. 
In every possible way they limited the 
central authority. It is a fact, little 
known, that the state militias were or- 
ganized as a defense against the arro- 
gance or tyranny or caprice of a central 
government. You may be privileged to 
recall that when a resolution was intro- 
duced in Congress in 1813 during our 
war with England, calling for a mobi- 
lization of the State Militias to invade 
Canada, the Senator from Massachu- 
setts, Cyrus Mason, arose from his seat 
and said: “You will take the militia of 
Massachusetts only at the point of the 
bayonet.” 


It is gratifying, therefore, to realize 
that a halt has been called to the marked 
tendencies today which would invest 
political Washington with more and 
more authority and supervision over our 
local affairs, and, indeed, over the affairs 
of the individual himself. 

Our industries have grown. Our 
standards of living have arisen to un- 
dreamed heights. Our average man is 
way above the average. Consider the 
immigration laws that we have had to 
raise higher and higher to keep the na- 
tionalities of 60 other countries from 
flooding us. All this has been brought 
about because of the operation of this 
truly American system. 

Observation No. 4. We are a perverse 
people. Our memories are short. Just 
now, because of a few years of hard 
times, having grown soft and spoiled, we 
are clamoring for the very sort of regi- 
mentation and political control we once 
abhorred and spent blood to destroy. 
While we would spring to arms at the 
invasion of old world armies, we receive 
enthusiastically an invasion of uld world 
ideas. Yet these subversive doctrines are 
more to be feared than armed forces and 
battleships. 

We profess to have little time for 
European “isms.” Patriotic labor, busi- 
ness and women’s organizations are now 
arming themselves to combat subversive 
activities which would replace the label 
of Republican or Democratic govern- 
ment with that of Communism, Nazism 
or Fascism. The reasons for that an- 
tipathy are fairly obvious. Foreign 
“isms” are too much like the old-fash- 
ioned patent medicine which professed 
to cure everything from ringworm to 
lung trouble. Democracy, as every poli- 
tician will tell you, likes to deal with 
ailments as they arise instead of resort- 
ing to a cure-all in the form of a dog- 
matic creed. It will not allow itself to 
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be classed in the mold of any kind of 
doctinarianism or subscribe to any pre- 
conceived way of doing things. 

Take Communism for example. It is 
particularly anathema. The most ex- 
treme of American-bred radicals de- 
nounce it. Patriotic organizations like 
the American Legion, the Chamber of 
Commerce of the United States, the 
American Federation of Labor, the 
Daughters of the American Revolution, 
are actively campaigning against Com- 
munism. Even Father Coughlin and 
Senator Huey Long repudiate it. Con- 
gressional committees are formally in- 
vestigating its ramifications, and both 
Republicans and Democrats give us the 
assurance that we shall not find our- 
selves, after the depression is over, in the 
arms of any European political “ism.” 

Is all this alarm raised over a label 
or the contents of the bottle? Is Com- 
munism identified by a bewhiskered and 
disheveled alien who carries a torch in 
one hand and a bomb in the other, or by 
the tenets of the faith preached in its 
name? Is Congress gagging at a name 


and blissfully swallowing poison like ~ 


the teetotaling farmer who abjured al- 
cohol and discovered that he had been 
drinking it under the guise of a house- 
hold tonic? Has it been barring the 
back door against the threat of destruc- 
tion by force and violence and at the 
same time inviting it in at the front 
door dressed up in frock coat and top 
hat? Are we physical cowards trembling 
at the thought of death and pillage pop- 
ularly associated with Communism while 
at the same time we are indifferent, if 
not sympathetic, to a communistic con- 
trol of our individual affairs? This is 
not an academic question. It involves 
the ordering of our daily lives by an 
arbitrary, even despotic, power. 


Therefore, it would seem wise to take 
a look at Communism shorn of its 
whiskers and its bombs. How would it 
affect you and me if Communism were 
in control, absolute and complete, of the 
United States today? Communism, like 
everything else, is as Communism does. 
If Karl Marx, the father and guiding 
spirit of this forbidding cult, were liv- 
ing in the United States today, how 
would he go about trying to convert us 
to his beliefs and induce us to put into 
practice the gospel he preached? It hap- 
pens in his own time that he did just 
this, and fortunately for our purpose 
this morning, he set forth in black on 
white his program of Communism lead- 
ing to a world revolution. Nearly a- 
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hundred years ago he drafted a ten- 
point program of just what he would 
do. Ten points, incidentally, setting a 
precedent for our modern crusaders, be- 
cause they always have a point by point 
program. This was the Communist 
manifesto of 1848. Here, then, is our 
answer. From it we can furnish our 
Chamber of Commerce and the A. F. 
of L. and the D. A. R. and the vigi- 
lantes who are out in their back yards 
with their rifles looking for these for- 
eign-accented aliens skipping from tree 
to tree trying to get in the back door— 
we can furnish them with an old-fash- 
ioned police bill that I used to see out 
in the Western country years ago. You 
know how it read, ‘Man wanted,” and 
a description of the man. And we can 
give a full detailed description of the 
Communist and perhaps take some of 
your vigilantes from the back yard and 
bring them around to the front yard, 
where the doors of the house are wide 
open. 


The first point, and the most impor- 
tant of all, it appears, in Karl Marx’s 
plan for Communism was this: Cen- 
tralization of credit in the hands of the 
state by means of a national bank with 
state capital and .an exclusive monopoly. 
This was the axle of the communistic 
wheel and the same idea is echoed today 
by Marxians all over the world. Lenin, 
avowed disciple of Marx, who has been 
deified as the father of Russian Com- 
munism, observed, “Through the na- 
tionalization of banks, they (the small 
businesses) may be tied hand and foot,” 
and elsewhere he said one state bank 
was nine-tenths of the socialistic appa- 
ratus; and even more recently the 
leader of the British Socialists, G. H. D. 
Coles, said, “Before we nationalize any 
industry we should nationalize the 
banks. With the banks in our hands 
we can take over other industries at 
leisure.” 

The importance of controlling bank- 
ing resources thus emphasized is not ap- 
preciated solely by those in the back 
yard guarding the big house against an 
invasion of communists. 

Not long ago a witness appeared be- 
fore the Banking and Currency Com- 
mittee of the House of Representatives 
and said that to achieve certain objec- 
tives it is necessary to concentrate the 
authority and responsibility for the for- 
mulation of national monetary policies 
in a body representing the nation. It is 
necessary, he added, to improve our ma- 
chinery of monetary control. The wit- 
ness in this instance was not a com- 
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munist identifiable by his whiskers and 
a bomb and breathing imprecations 
against the capitalistic system. He was 
speaking of Title II of the banking act 
which would make possible the establish- 
ment of political control over the oper- 
ations of the Federal Reserve System, 
and he was the Governor of the Federal 
Reserve Board. 

Much water has gone under the 
bridge since Karl Marx laid what he 
conceived to be the communistic corner- 
stone—the control of the monetary sys- 
tem—but it still seems to serve for 
any system of political management 
contemplating political control of cred- 
it and capital, regarded as so essen- 
tial to a communistic program. The 
United States Chamber of Commerce 
in a formal declaration described the 
operations of this Bill as follows: ‘The 
real needs of commerce and agriculture 
and industry could be subordinated to 
the spending plans of the Government, 
and to its dictation concerning the vol- 
ume and kind of credit to be made avail- 
able from time to time. Efforts could 
be made to control the level of produc- 
tion, prices and employment through 
adjustments of the mere volume of 
money and credit by a Washington 
bureau which thus would be permitted 
to experiment with a most dangerous 
form of so-called central planning.” 


What does this mean to you and me 
and to the man in the street ? What does 
the dictation of volume and the kind of 
credit mean to us? It means that an 
individual in Washington would have 
the power to decide for him if he might 
buy an automobile on the installment 
plan, or indeed, buy one at all. It means 
that his deposits in the banks are no 
longer under his control through his 
banker, but may be allocated for some 
social purpose in another section of the 
country, or, indeed, in a foreign land. 
It is all a part of a larger policy which 
Professor Tugwell describes as follows: 
“Capital allocation would depend on 
knowledge from some planning agency 
of how much for a measured future pe- 
riod ought to be put to one use rather 
than to another.” 

Given this information, the first step 
in control would be to limit self-alloca- 
tion. This is the first great problem in 
this field. Industries, because of their 
past and present, regardless of tempo- 
rary luck, grow overconfident of the 
future and expand their own activities 
beyond all reason. Therefore, a federal 
bureau could tell the people of the 
United States how and when they should 
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expand their business activities, and | 
wonder if we had had such a bureau 
fifty years ago when the incandescent 
bulb was discovered, if such a bureau 
could have planned for this industry 
what has been brought about by these 
individuals who need, according to our 
present-day philosophers, some central 
planning from a political source. 


And another of the ten points of the 
Communist manifesto was this: Central- 
ization of the means of communication 
and transportation in the hands of the 
state. Now this doesn’t smack of force 
and violence and sudden death. Neither 
does it indicate malevolent hostility to 
the capitalistic system. The same senti- 
ment, as a matter of fact, is echoed by 
the Federal Coordinator of Transporta- 
tion as late as the year 1935. He said, 
speaking of the railroads: “Theoreti- 
cally and logically public ownership and 
operation meets the known ills of the 
present situation better than any other 
remedy. When an industry becomes so 
public in character’”—and that has point 
for the Power and Light Industry— 
“becomes so public in character that 
such intimate regulation of its affairs 
becomes necessary, in strict logic it 
would seem that it should cease to mas- 
querade as a private industry and the 
Government should assume complete 
responsibility, financial and otherwise.” 

One might, quite consistently, be 
tempted to ask whether the time has not 
come when government should cease 
masquerading as government and openly 
assume the role of owner, operator and 
manager of not only railroads, but 
banks, power plants and other business 
institutions by which American citizens 
earn their livelihood. 

There is at this moment a bill be- 
fore Congress, introduced by Senator 
Wheeler, providing for government 
ownership of railroads. Furthermore, as 
to communications, the other point in 
the Marx program, Congress has begun 
a $750,000 investigation of the commu- 
nication companies, a step which to this 
audience should be strangely reminis- 
cent of the early investigations of the 
power and light industry which have 
lulled the public into approval of con- 
fiscation and competition by political 
forces. 

A third point in the Marxian pro- 
gram sounds a strikingly modernistic 
note, as if it had been evolved by a 
latter-day communist belonging to that 
school which holds that American eco- 
nomic policy has become out of date. 
It reads, “Combination of agriculture 
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with manufacturing industries; gradual 
abolition of the distinction between town 
and country by the more equable distri- 
bution of population over the country.” 

From this it would appear that the 
germ of the idea which is now blossom- 
ing into subsistence homesteads, into the 
government-fostered industries in the 
‘Tennesseee Valley, and into the expen- 
diture of government funds for the re- 
distribution of so-called stranded popu- 
lations, did not originate with latter 
day professors who have discovered that 
our modern economic system needs a 
complete change. On the contrary, that 
seed was planted in 1838, long before 
these social diagnosticians were born, 
and planted in communistic soil. 

Two other related points of the Com- 
munist Manifesto are: Extension of fac- 
tories and instruments of production 
owned by the state, and equal liability 
of all to labor. Here are echoed the 
twin ideas around which controversy 
now ranges, planning and regimentation. 
The first point, state ownership of fac- 
tories and instruments of production, 
smacks too much of socialism to be ac- 
cepted willingly by Congress, so the bill 
has to be coated and administered under 
another label. The official Government 
Manual states as one of the purposes of 
the Tennessee Valley Authority, “The 
promotion and coordination of industry 
and agriculture,” almost word for word 
the communistic manifesto of 1848. It 
is also “Planning for the complete Ten- 
nessee River watershed, including ero- 
sion control, forestation, and further use 
of mineral resources.” 


It is producing and selling power. It 
has incorporated the Electric Home and 
Farm Authority, a mortgage company 
to finance the sale of electric appliances, 
and the Tennessee Valley Associate Co- 
operatives to organize, establish, manage 
and finance cooperative industrial enter- 
prises. The effort to preserve the dis- 
tinction between owning and operating 
in Marxian language and promoting 
and encouraging is rather conspicuous, 
but at times, to the lay mind, we find it 
dificult to grasp this distinction. 

Congress has swallowed complacent- 
ly enough the planning bill compounded 
after the communistic formula, although 
it balks at the stronger dose, regimenta- 
tion. It has just appropriated 250 mil- 
lions for rural rehabilitation. It has 
delegated the authority by which the 
development of agriculture can exercise 
a certain measure of control over the 
planting of crops. It has approved the 
idea of establishing an arbitrary balance 
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between industry and agriculture. But 
it still makes a wry face at regimenta- 
tion, preferring the milder term, cooper- 
ation. Instead of compelling the farm- 
ers to plant crops in accordance with a 
federal plan, it arrives at the same end 
by paying bonuses or crop benefits or by 
outright purchase. 

But the gap between cooperation and 
compulsion is gradually narrowing. As 
I speak, there is pending before Congress 
a proposal to regiment the processing 
and distribution of food products by 
means of a licensing system under po- 
litical control. By licensing is meant 
that no person or corporation handling, 
processing, buying or selling products of 
the soil could do business without the 
permission of a bureau in Washington. 
In its original form this bill would have 
empowered the Administration to con- 
trol 1,100,000 businesses in the United 
States. 


On the other Marxian point the Wag- 
ner Labor Disputes Bill is, at least, a 
first step toward the regimentation of 
labor. It lays down conditions under 
which labor is to be employed and cur- 
tails the right of minorities to bargain 
for themselves; not to say the right of 
the individual to work as he chooses. It 
is even more drastic than 7a of the 
NRA which moved haltingly in the same 
direction. 

Two other points of the Marxian pro- 
gram called for a heavy progressive or 
graduated income tax to abolish the 
profit incentive, and second, the aboli- 
tion of the right of inheritance, to trans- 
fer that loyalty of family to a loyalty 
for the proletarian state; and both of 
these are well toward accomplishment 
in democratic America. Income taxes 
now range as high at 63 per cent and 
inheritance taxation, federal and state, 
is approaching the point of confiscation. 
The proposal of Secretary Morgenthau 
for an inheritance tax last month to 
meet the bonus payment is in point. As 
an example, $100,000 left to a widow 
and children would pay $36,000 addi- 
tional federal inheritance tax. 

But the head and front of the com- 
munistic program is this: Abolition of 
property and land and application of all 
rents to public purposes. By land is 
here meant, of course, natural facilities 
or primary sources of production. This 
also smacks too much of heavy-handed 
socialism to be easily reconciled with our 
democratic ideals, but it is possible that 
democracy is heading down the same 
road; although it might not be deliber- 
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ately setting forth, it is the same destina- 
tion. 

Uncle Sam is fast becoming the cred- 
itor of millions of his citizens. He is 
already prospective owner of a substan- 
tial proportion of electric power plants. 
He holds mortgages on 855,000 homes. 
Through the Farm Credit Administra- 
tion he has made 2,300,000 loans to 
farmers. He had outstanding at the 
turn of the year $837,000,000 in loans 
to banks, building and loan associations, 
insurance companies and mortgage loan 
companies. He had liens aggregating 
$376,000,000 on railroads. Under emer- 
gency appropriations, the government 
had acquired through seven federal 
agencies, up to January 31, 1935, during 
the past year and half, 23,406,029 acres 
of land. 

Political government, in short, has a 
substantial mortgage on America. From 
this it is a short step to ownership and 
the communistic aim, equal liability of 
all to labor, and it is brought perceptibly 
nearer achievement, because if the worst 
comes all citizens will be obliged to take 
whatever job the government might 
hold out to them. 

Now from this rapid survey it is ap- 
parent that we, so concerned about sub- 
versive activities of the foreign com- 
munists, shying at the communistic la- 
bel, are in reality swallowing the same 
dose under the brand of a new order 
guaranteed on the label to save democ- 
racy. 


Congress is quite as skeptical of the 
curative powers of Fascism as of Com- 
munism. It will denounce out of hand 
any nostrum labeled with the stern 
visage of Il Duce, not so vociferously as 
that, perhaps, of the Georgian counte- 
nance of Stalin or Lenin, but nonetheless 
firmly. The idea of a corporate state 
accords no more with American democ- 
racy than the idea of communistic dic- 
tatorship. Nevertheless, Congress has 
incorporated more than fifty government 
corporations equipped to do anything 
that is done by private corporations, to 
carry on any kind of business, manufac- 
ture, buy and sell goods and commodities 
of any description. 

In this machinery set up as an adjunct 
of political administration may be found, 
Mr. President, such time-worn devices 
as the inter-locking directorate and the 
holding company. Some of these corpo- 
rations, such as the RFC and the numer- 
ous banks established to allocate capital 
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to the farmer, were chartered by Con- 
gressional statute. Others have been 
chartered by executive direction under a 
blanket grant of Congressional author- 
ity. Still others have been chartered by 
administrative officials under authority 
delegated by the President, to whom it 
was delegated by Congress. The TVA, 
for example, was created by executive 
order, not by Congress. The directors 
of the TVA then chartered the Tennes- 
see Valley Associate Cooperatives under 
the laws of Tennessee. The same course 
was followed in creating the Federal 
Subsistence Homesteads Corporation. 
The original course of authority was that 
granted by Congress and the NRA. This 
was delegated by the President and by 
him delegated to the Secretary of the 
Interior, who ordered the creation of 
the corporation. 

By this round-about, if not devious, 
course, the Federal Government has se- 
cured from the states permission to carry 
on as'a corporation almost any kind of 
business it may choose to take up. 


As much, therefore, as Congress 
might abominate Fascism and its twin 
brother, Nazism, it appears to have rec- 
onciled itself without much protest from 
us to the duplication of the Fascist prac- 
tice, just as it has taken many leaves 
out of the Communistic book. 

So, the question I raised at the begin- 
ning of this rather long observation still 
stands. Do we as Americans abhor 
Communism only because we are afraid 
of the physical violence popularly asso- 
ciated with Communism, and are we 
really at heart sympathetic, or at least 
indifferent, to Communistic principles 
when they are applied peacefully and 
narcotically? Does the new shiny label 
on the old bottle make the potion appe- 
tizing and desirable? 

My observation No. 5, and in conclu- 
sion, is the whole welter of measures 
which are now being introduced and im- 
planted into American life brings us to 
a choice, not that of following the philos- 
ophy of Adam Smith in economics or of 
Jefferson in political theory, but this, 
rather. We must decide whether we 
shall set up arbitrarily to create a social 
order and then mold the individuals by 
force into subordination to it, or whether 
we shall proceed as in the past to center 
our efforts on the making of men and 
women who are themselves competent 
and are disposed to do what should be 
done. 

We hear a great deal today of quota- 
tions from the Scriptures. Senator Long 
the other night, by actual count, quoted 
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from the Bible twenty-two different 
times. Well, | am not a religious man, 
but 1 seem to remember that when Je- 
sus Christ came to this earth and laid 
down rules of life for the people, that 
the Apostles came to him and said, “Oh, 
Master, why don’t you make them? 
Why don’t you force them to live this 
way? You have the power; you are an 
all-seeing judge; you can mete out pun- 
ishment.” ‘ 

The Master said, “Oh, no, that is not 
the way. There would be no satisfac- 
tion in that. No, you must go out to the 
individual and see that he is reborn 
again, and from that we will evolve a 
better and better civilization and a bet- 
ter society.” 

And I repeat that the choice we must 
make is whether we shall set out arbi- 
trarily to set up a rule of life in eco- 
nomics and in our social activities and 
then force the individuals to live in con- 
formity with that rule, or whether we 
shall proceed as in the past in our efforts 
to make men and women who of them- 
selves will be competent and disposed to 
do the right thing. 

I read in the morning paper a state- 
ment by Senator Byrnes to the effect that 
we must never go back to the old order, 
and it seems that we have all fallen un- 
der that spell, that there is none so poor 
to do reverence to the old order. And 
yet it was only five years ago by the 
calendar that foreign countries were 
sending their commissions, private and 
official, to this country to study us and 
our methods and to learn the story, if 
possible, of our great success and pros- 
perity; and it might be well to recount 
what they found. They found in this 
country only 6 per cent of the world’s 
population, that that little 6 per cent had 
amassed more than half the world’s 
wealth and had distributed that wealth 
so widely that the condition of the av-- 
erage man here was a magnet to draw 
the men from sixty other nations to 
these shores. 


They found also that with 7 per cent 
of the world’s acreage this 6 per cent 
harvested more than half of the world’s 
foodstuffs, that 60 per cent of the mine- 
rals were extracted in America, that 
half of the communication facilities, 
nearly half of the railways and elec- 
trical energy have been developed and 
are in use here, that individual trans- 
portation—automobiles, we produced 92 
per cent of them and kept 90 per cent 
at home to travel over 600,000. miles of 
hard surfaced highways. This 6 per 
cent, they found, maintains a standard 





Page 196 


of living which consumes half of the 
world’s coffee, half of its tin, half of its 
rubber, one-fourth of its sugar, three- 
fourths of its silk, one-third of its coal, 
and two-thirds of its crude petroleum; 
and that in 1933, to bring the figures 
down to date, more than three billions 
of dollars were spent on education, an 
amount that topped the total spent by 
all other countries. Nowhere are there 
such luxurious school buildings, such a 
wealth of educational facilities. Euro- 
pean schools enroll only a small percent- 
tage of the children of school age com- 
pared with America. 

And real and practical independence 
for women; while other nations have 
talked about it, the old order provided 
gainful occupations for eleven million 
women, adding seven million to the pay 
roll between 1900 and 1930. 

The American plan produced three 
times as much wealth in its short life as 
the whole world has been able to pro- 
duce up to 1776, and what the common 
man was able to do for himself in this 
land of opportunity is eloquently sug- 
gested by these four facts: 20 millions 
owning stocks and bonds and other in- 
tangibles, 62 per cent of the farms of 
this country unincumbered, according to 
the Department of Agriculture, despite 
all the talk about the mortgaged farmer, 
and 55 per cent of the homes likewise 
unincumbered, and for a social security 
program, witness 65 million Americans 
as individuals who have taken out life 
insurance policies representing a total 
cash value of over thirty billions of dol- 
lars, and representing a hundred billion 
dollars of insurance later on. 


It seems that we are assuming a de- 
featist attitude. We are all ready to be- 
lieve that we have been a tremendous 
failure as a nation. We are like the old 
New England lady, you know, that 
always enjoyed bad health. We set out 
to make this depression the biggest and 
grandest depression the world has ever 
seen in true American style, and we 
have just about done it. 

We listen at the radio to the Senator 
from Louisiana and the good father 
from Detroit tell us that 2 per cent 
own 90 per cent of the wealth, and 
there must be a redistribution not only 
of wealth, but of income, and we be- 
lieve it. And yet, I asked the president 
of a great automobile concern the other 
day to add up all that he had paid in 
twenty years in salaries, bonds, interest, 
rentals, and then add up all that had 
gone to labor, skilled and unskilled, and 
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to give all those salaries and interest and 
dividends to labor, and he figured and 
figured, and said, “That can’t be right.” 
Then he figured further and said, “Yes, 
I guess that is right.” How much would 
labor have received if all these things 
had been contributed gratis, free, for 
nothing? It came to three-quarters of 
a cent an hour more, and Colonel Leon- 
ard Ayres has pointed out that in 1928, 
a good year, and in 1932, a bad year, 
that if all salaries and bond interest, 
dividends, had been distributed among 
labor, the laboring man would have re- 
ceived $9 a month more than he did 
receive in either of those two years. 

1 am only a reporter. When they say 
that the wealth of the country is monop- 
olized by 2 per cent and that 2 pet 
cent in Wall Street, I use my eyes, and 
what I see is more convincing than sta- 
tistics for the reports of national eco- 
nomic planning committees. 


Last summer I went back to the little 
town in the Middle West where I was 
brought up, just a little town, 500 popu- 
lation then, 500 population today—the 
Chamber of Commerce only claims 
1000. I was glad I went, because | 
remembered when I| was there thirty- 
five years ago that my mother used to 
send me down to the grocery store with 
a coal oil can to get some kerosene and 
the grocer put a potato in the spout. I 
got back home and my mother was 
cleaning lamps (and how she hated it), 
polishing the chimneys with newspaper. 

I went back to that old home last 
summer and found electric lights, and 
pushed a button and I said, “What lux- 
ury.” 

“Qh, it only costs $1.60 a month.” 

And I thought of the 22 million 
homes thus equipped, and I said, “There 
is some wealth that is not monopolized 
by any 2 per cent of the people, nor by 
Wall Street.” 

I remembered the school to which | 
trudged with a lunch pail and five 
books, and I went back to look at that 
school today, and oh, you ought to see 
it. Gymnasium, free bus, free lunches 
if you will sign a slip that you can’t 
afford to bring your own lunch—the 
only thing lacking was a swimming pool, 
and I asked them about that and they 
said, ““Well, the plans were drawn be- 
fore anyone told us about having a 
swimming pool.” 

In that old school house, with a big 
round stove in the middle, you were too 
hot if you were close and too cold if 
you were far away, and now there is 
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steam vapor heat. I said, ‘There is 
some wealth that isn’t monopolized by 
any 2 per cent of the people.” 

I remember that when anyone made 
a trip to a town ten miles away in 
a buckboard, when he returned folks 
gathered around and said, ‘What did 
you see on your trip?” Now those citi- 
zens get in their cars and go to Kansas 
City eighty-one miles away and are back 
in the afternoon. 

For entertainment, I remember in the 
old days we had an opera house. We 
had Ten Nights in a Barroom; we had 
Uncle Tom’s Cabin with real blood- 
hounds occasionally, and a magic lantern 
show. I remember to this day that Sun- 
day night that the banker invited some 
of us boys over to his home and we had 
a most exciting time. He let us look 
through his kaleidoscope. There today, 
it seemed, are radios in every home, 
talking pictures from nine o’clock in the 
morning until God knows how late at 
night—wealth, of a kind, not monop- 
olized by Wall Street or owned exclu- 
sively by 2 per cent of the people. 

My father broke his ankle and he had 
the best medical attention he could get, 
but he suffered for fifteen months; now 
a colored cook today gets better medical 
attention than Grover Cleveland had. 
And that is wealth that is not monop- 
olized by any small section of the popu- 
lation or any section of the United 
States. 


I delivered milk in a bucket, with a 
strainer on the bucket and a dipper, and 
I received 5 cents a week for that ser- 
vice. Try to get one of those boys back 
there now to work an hour for 5 cents. 
| took that 5 cents and broke it up in 
pieces and I made them last through the 
seven days, and I bought an all-day 
sucker, a piece of bologna, a sweet soda 
cracker. Those were the luxuries. 

Today milk is delivered in the early 
morning, certified milk, pasteurized 
milk, left on the doorstep. Soon they 
will have a plan by which the housewife 
will not have to open the door and drag 
it in; it will be put on the kitchen table 
for her. 

| am wondering if in our readiness 
to accept these panaceas, mostly brought 
in from the old countries, if we are not 
forgetting what has been accomplished 
and if we shouldn’t set our minds and 
our hearts to seeing to it that that spirit 
of enterprise in the individual which 
has brought. all this about, untrammeled, 
unrestricted, should remain as the great 
heritage of the American people. 





as .9=—" fA Aw of =O Ss ~ 


a me Dm COUmlUmlOS 








Building Good Will 


By Frank McLaughlin 


President, Puget Sound Power and Light Company, Seattle, Hl ashington 


An address before the Second General Session of the Third Annual Convention of the 


Edison Electric Institute, Atlantic City, N. J., June 3, 1935 


UILDING good will and pre- 

serving our business are one and 

the same. We are assured of a 
place in the sun only on the basis of the 
merits of our performance in discharging 
to the satisfaction of all concerned the 
obligations of a public trust. If we fail 
in this, it is inevitable that somebody 
eise will take our place. We don’t rule 
by divine right; we exist because the 
people will it. Autocrats breed bureau- 
crats. No business can survive where 
customers patronize it only because they 
have to and are not satisfied to do so. 
The fact that people want to trade with 
an enterprise gives it good will. The 
success or failure of a business depends 
upon good will. Therefore, good will, 
which is just another name for satisfied 
customers, is the most valuable asset, 
the most precious possession a business 
can have. 

This, I know, sounds simple or aca- 
demic—perhaps A-B-C’s have no place 
in the alphabetical anagrams of today, 
and it is doubtless heresy in these hurdy- 
gurdy times to talk fundamentals, but I 
do not know how you can obtain an en- 
during good will unless it is built upon 
a foundation of simple truth and honest 
service. At any rate, a realization as to 
how an industry stands with the public 
is vital to any discussion of good will 
building. It’s one thing to pick up the 
ball and run for a touchdown when you 
have a clear field; it’s something else 
again to have to plough through an op- 
posing team of ringers and bullies, all 
the while being unfairly penalized, and 
then when you are in the shadow of the 
goal post to be deliberately tripped up 
by the referee. Well, as Andy says, 
“You sure are in a pickelment.” 


Broadly speaking, the third day of 
June in the year 1935 finds the light and 
power utilities in the midst of the great- 
est battle in their history—fighting for 
the very right to live on the merits of 
their performance in the public interest 
against the seemingly impossible odds of 
government as an oppressor, competitor 
and executioner. Verily the wrath of 














MR. McLAUGHLIN 


the Gods seems to have descended upon 
us. The big guns of relentless enemies 
are thundering our destruction and 
threatening to blow us to bits. A deter- 
mined effort is being made to force us 
to retreat ingloriously from the front 
we have struggled so hard to obtain and 
keep—that of supplying the American 
people with their electrical service. 
Sometimes it seems that we are in the 
same fix as Tennyson’s Immortal 600. 
None of us, of course, want to believe 
that we are with Napoleon at Water- 
loo—rather do we like to feel that we 
are riding with Paul Revere, or per- 
haps, better yet, that we are with Wash- 
ington at Valley Forge; however, in 
any case we must face the facts as they 
exist and not as we should like to have 
them. 

Throughout the country today the 
light and power utilities are “on the 
spot.” They are being bombarded with 
charges of high rates and watered stock. 
The people are told that the power com- 
panies have betrayed their trust, that 
regulation has utterly failed and that 
they have been robbed right and left. 
Some of the most radical even picture 
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the electric utilities as the root of all 
evil. Charges, insinuations and innuen- 
does of one kind or another have been 
made, all calculated to inflame the pub- 
lic mind against private ownership and 
in favor of public, or what may more 
properly be called political operation. 

Now there can be no doubt that the 
misdeeds of some have been stretched 
by the demagogue, in appeals to passion 
and prejudice, to brand the many, with 
the result that confidence of people in 
electric utilities has been shaken. It 
may be true that some in the industry 
lost the ball in a morass of stock manipu- 
lation and tried to outdo the ancient 
Egyptians in pyramiding, but because 
there are racketeers and highway robbers 
it isn’t asserted that all people are dis- 
honest and public menaces; because 
mayors of some cities and others who 
hold high places in the body politic be- 
tray their public trust it isn’t concluded 
that all men in public life do so; one 
bad egg in a basket doesn’t mean that 
all of them are bad. 


Why, then, just because some went 
haywire and failed to live up to their 
responsibilities should the whole light 
and power industry be thus branded and 
crucified? Many power companies have 
stuck to their knitting in an honest en- 
deavor to live up to wholesome objec- 
tives and to render a worth while ser- 
vice. Nevertheless, a whole industry 
has been sentenced as guilty without a 
fair trial. I am satisfied that people 
generally do not realize what the utili- 
ties have done to advance their welfare. 
However, regardless of the reasons or 
the lack of reasons for it, public opinion 
is today challenging the good faith and 
the sincerity of purpose of the utilities. 

The siren song of the advocate of 
public power is that the day of private 
operation is over—that only with public 
ownership can cheap rates be obtained 
and the rights of the people protected. 
The inference is that all is wrong with 
private operation and all is good with 
public ownership. Adherents of public 
operation are seizing the present, when 
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the utilities are under fire, as the psy- 
chological moment for . selling their 
wares, and we must admit that under 
the sponsorship of government and with 
great favors from the “dough” boys they 
are doing a pretty good job of it. How- 
ever, a lot of their enticing and alluring 
boasts smack of obvious propaganda and 
some day it will come back to haunt 
them as “Chickens come home to roost.” 
As we meet today, quite naturally the 
thought uppermost in our minds is, 
where do we go from here? We are 
interested in discussing the causes of our 
difficulties only in so far as doing so will 
help us effect a cure. It is not hard to 
state our task. Boiled down, it is sim- 
ply that we who have pioneered the 
great electrical development of the past 
must convince the American people that 
we are the ones best qualified from every 
standpoint to further advance their eco- 
nomic and social welfare by being per- 
mitted to continue to supply their elec- 
trical service. The real problem is to 
determine what things it is necessary for 
us to do and how to do them in order to 
preserve our place in the picture. 


In view of our present predicament, 
some of the specific things in the inter- 
ests of good will building and self preser- 
vation I suppose we would like co know 
are: How to get out of the garbage can 
where the self-seeking politician thinks 
he has us properly buried—how to get 
out of the doghouse where a_ misin- 
formed people have put us—how to re- 
form the reformers—how to combat the 
barrage of prejudiced and anti-power 
company propaganda aimed at our de- 
struction—how to swim against the tide 
of public power with a ball and chain 
around our ankle—how to regain a 
somewhat lost and somewhat stolen pub- 
lic confidence—how to disabuse the pub- 
lic mind as to popular fallacies in refer- 
ence to the merits of government in 
business—how best to live up to our 
responsibilities as trustees of invested 
savings—how best to discharge our obli- 
gations to customers and employees— 
how to have our case settled on its merits, 
and so on. 

Some may feel that by some hokus- 
pokus—some happenstance—some stroke 
of good fortune, or through the magic 
of our product, the industry may be able 
to ease out of its difficulties. This is 
not clear to me when you have govern- 
ment as a propagandist, regulator, taxer 
and competitor. In the territory in 
which our company operates are two fa- 
mous municipal light and power plants 
—Seattle and Tacoma.. I have, there- 
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fore, some idea of what this industry is 
up against when government goes into 
the power business on a grandiose scale. 
You don’t have to have a public power 
project in your backyard to be affected. 
The ghost of subsidized power will 
haunt you even though you may not be 
in the woodshed in the Valley of the 
Yardstick. 

Under such conditions, I think you 
will admit that our work is cut out for 
us. We are confronted with the most 
difficult and gigantic task that ever faced 
a great industry, one that challenges our 
best thought, tests our courage, demands 
an inspired leadership, a fighting spirit, 
a united front, a concrete and concerted 
plan of action. Let’s have the courage 
to do as we think and to think and act 
in the best interest of the future of the 
American people, our customers, stock- 
holders, employees—we serve them all; 
each imposes on us responsibilities, as 
trustees, that we must honestly and sat- 
isfactorily discharge or became Benedict 
Arnolds. This is no time for pussy- 
footing ; we have no time for mud sling- 
ing or whimpering about the wrongs 
being done us. We must undertake the 
greatest selling job in history under the 
worst sort of competitive conditions. 
We must win out on the merits of our 
cause because the welfare of the Ameri- 
can people demands it. 

It goes without saying that you can’t 
build good will by being a money 
changer in the temple or a racketeer on 
the King’s Highway; you can’t build 
good will by selling an inferior product 
or by charging too high a price for good 
service, and that those businesses classed 
as public utilities are not entitled to the 
profits of speculative enterprise. Public 
interest is paramount; it must take prece- 
dence over self-interest whenever there 
is a conflict. The power industry should 
be effectively but wisely regulated in the 
public interest. 


It would be easy if good will could 
be obtained by rubbing Aladdin’s lamp 
or through some magic formula, but it 
can come only from a mutually satisfac- 
tory relationship between buyer and 
seller. Business good will is like a man’s 
reputation; it must be merited and 
earned—it is hard to get—it is easy to 
lose—and once lost it is most difficult to 
regain. Unfortunately, a fool with a 
stick of dynamite can destroy what it 
took genius to construct, and malicious 
gossip can destroy the good name of even 
a virgin. 

The first thing to ask ourselves. is: 
Why is an industry that has accom- 
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plished so much for the common good 
and so extensively contributed to the ad- 
vancement of the welfare of the people 
in such disrepute today?. Well, we sell 
a mysterious, invisible product — this 
tends to make people wonder if they are 
getting their money’s worth. One light 
and power. system best serves a given 
area and competitive facilities are uneco- 
nomic—monopolies breed mistrust. The 
rivers of the country have been developed 
as sources of power, thus the agitators 
howl that God’s gift to the people is 
being exploited for private gain. Our 
business developed rapidly ; people are led 
to believe that mere bigness is against 
the public interest. As a whole, the 
earnings of light and power companies 
held up well during the depression; 
therefore the self-seeking politician cries, 
“Profiteer! Exploiting your customers 
while the wolf is at their door.” Some 
bungling tycoons went balloon-chasing, 
forgot their prime purpose as utility op- 
erators and went in for stock manipula- 
tion—so the demagogue from soap-box 
and microphone hounds the many with 
the sins of the few—robbers of widows 
and orphans—watered stock—exorbi- 
tant rates. Then, again, we are human 
beings, no better, no worse than folks in 
other lines of endeavor, we are not in- 
fallible—we make mistakes, but because 
we operate light and power companies 
we are supposed to be paragons of vir- 
tue, with an absence of human faults, 
and the people are led to believe that if 
we make mistakes we shouldn’t be pun- 
ished or allowed to correct our mistakes, 
but should be crucified. 


Not condoning our misdeeds and with 
no thought in mind of dodging the just 
penalties for our own mistakes, it must 
be concluded that the real root of our 
trouble is politics. When one realizes 
how much electricity does for so little 
cost and recognizes the real vital and 
grave issues confronting this country to- 
day, he is bound to wonder why all the 
ballyhoo about power and why it is made 
a major issue in times like these. If 
power were a big item in the family 
budget or a magic healer, or if this coun- 
try hadn’t been made a better place in 
which to live because of what the power 
companies have achieved, there would be 
some valid excuse for the goings on. 
The answer is, of course, that politics, 
not economics, make power an_ issue. 
This great industry of ours is imperiled 
by political caprice and socialistic urge. 
For the present we are the fall guys— 
the victims of a most vicious system that 
demands its pound of flesh in human sac- 
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rifice for personal aggrandizement of 
some politicians. Indiscretion and over- 
indulgence on the part of some in the 
light and power business may have con- 
tributed to our present ills, but it will 
be just too bad for the American people 
if politics causes our demise. 

If the political bombardment could be 
stopped all would be quiet on the light 
and power front. By and large, I don’t 
believe that our customers are dissatis- 
fied with their service and rates, but 
they are whipped into a frenzy when the 
spellbinder tells them of the heinous 
crimes of the private companies—how 
they are being robbed and exploited, and, 
not knowing the truth, they are ready to 
cut our throats and, unfortunately, their 
own as well. 

The only way we can combat this sort 
of thing is by going to the people with 
our story; by having them realize that 
we are honestly and genuinely working 
in their best interest—by proving to them 
that we are not public menaces or male- 
factors—that we aren’t as black as we 
have been pictured—by convincing them 
that the light and power companies are 
doing a constructive job in the public 
interest—that the good we have done 
far outweighs our delinquencies. The 
demagogue makes his constituents believe 
that he is their benefactor. We, with 
truth as our weapon, must defend our- 
selves. We must make it unpopular for 
the politician to unfairly attack us. We 
have been a political football long 
enough. Too many politicians have the 
idea that the way to public office and 
personal prestige is through vilification 
and denunciation of the private utilities. 
It’s up to us to reform where necessary, 
discontinue such abuses as may exist, 
conduct our affairs so as not to be vul- 
nerable to attack, and, through the con- 
fidence of the people in us, force the 
politician to obtain his meal ticket else- 
where. We have been feeding the mouth 
that bites us long enough. 


Yes, our case must be presented to the 
people honestly and fearlessly. We are 
not content to be judged on the basis of 
distorted facts and the misleading propa- 
ganda of those who want to see us hung. 
No politician permits his campaign for 
public office to be handled by his oppo- 
nents—why should we? If we don’t pre- 
sent our evidence—our side of the case— 
who will? A good start has been made 
in connection with the Wheeler-Rayburn 
bill ; we should carry on vigorously along 
a broad front both locally and _ na- 
tionally. Stockholders, employees and 
management should become an articu- 
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late, determined, coordinated fighting 
force, not only in the interests of self- 
preservation but for the purpose of see- 


ing to it that government adheres to. 


American principles. We should under- 
take an intensive campaign of enlighten- 
ment, using all available means for doing 
so—newspapers, radio, personal appear- 
ances and every other kind of proper and 
effective medium. However, before we 
expect too much from the public let’s 
be sure that our own house is in order; 
let’s go to the people with clean hands 
and with the thought of public service 
uppermost in our minds. Ours is a pub- 
lic business of limited return, not a gam- 
bler’s paradise. 


As a general rule, we have been too 
busy perfecting our service and cutting 
costs to tell our customers about it. We 
have lacked showmanship and salesman- 
ship. It’s one thing to do a good job, 
but it’s another thing to have our cus- 
tomers know and appreciate that a good 
job has been and is being done. We 
must not overlook a single opportunity 
to make it easier for our customers to do 
business with us—go to the nth degree 
in simplification of rate schedules—elim- 
inate red tape—get over more definitely 
to those served how much we appreciate 
their patronage. We should treat each 
customer as we would if he had half a 
dozen places where he might trade if he 
weren't satisfied with us. We have 
spent a lot of money and effort making 
our service reliable, efficient and cheap. 
As I see it, our job today is to concen- 
trate on making it more attractive and 
more advantageous for our customers to 
do business with us. 

It isn’t enough just to peddle kilowatt- 
hours. Perhaps we ought to talk less 
about kilowatts and cents and do some 
real cathedral building—every man’s 
home a castle—every kitchen a woman’s 
paradise—the fully electrified home our 
dream—the more abundant life our ob- 
jective. We have put romance into this 
business—we have blazed the trails—we 
have pioneered when the risk was great 
—we have had idealistic conceptions. 
Let’s talk about them, let’s move Edison, 
Steinmetz and Westinghouse to the front 
pages of the press which the wizards of 
frenzied finance have monopolized to our 
detriment. 

Satisfactorily taking care of complaints 
and seeing to it that our customers are 
pleased is of the greatest importance; 
the treatment of patrons by our em- 
ployees should be audited like our books 
are audited, meters tested or relays 
checked. While a satisfied customer is 
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our greatest asset, a dissatished one may 
be our greatest liability. Bills can be 
used more effectively to show customers 
how much they are getting for their 
money instead of leaving them to wonder 
if they have been overcharged; this, to 
mention only one thing, by putting a 
list of electrical appliances on the back 
of the bill and asking the customer to 
check off those the use of which is in- 
cluded in his monthly charge for ‘service. 
Let’s lay aside for the moment our slide 
rules and technicalities and spend more 
of our time on human equations. We 
can’t become victims of the automatons 
we have created—this is still a world 
of human beings where personal feelings 
and human reactions and not electrical 
impulses control. 

Notwithstanding new deals, raw deals 
or anything else, we can’t escape the fact 
that our customers judge the company 
by the meter reader, the cashier, the ser- 
vice man and the other employes with 
whom they come in daily contact. If 
our employes are not courteous, capa- 
ble, efficient, sympathetic and under- 
standing public servants, then we can’t 
expect our customers to be for us. We 
are no stronger than our army and we 
can’t expect to win out without com- 
rades who are imbued with the spirit of 
our cause—ready to die with their boots 
on—loyal to the core—well-trained and 
determined that our “light shall never 
fail” to brighten the hopes and illumi- 
nate the pathway to better days for the 
American people. 


The air today is full of fantastic tales 
about the great things which subsidized 
power from governmental projects is go- 
ing to do for our people. We are to 
have the fully electrified home overnight 
and the next day, Utopia. This would 
be great, if true. Certainly we who have 
spent our lives in this business want to 
see the fully electrified home a reality. 
What seems to be lost sight of, however, 
is that cheap electricity means just about . 
as much to the man who hasn’t the ap- 
pliances essential to its liberal use as 
cheap gasoline means to the man who 
hasn’t an automobile. Of course, cheap 
electricity and cheap gasoline are in them- 
selves inducements to greater use, but 
the family must have the electrical ap- 
pliances and the family must have the 
automobile before the benefits of cheap 
electricity and cheap gasoline can be ob- 
tained. 

It would seem, therefore, that the real 
problem, the big thing right now, is to 
provide the home with electrical appli- 
ances and equipment. To do otherwise 
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is to put the cart before the horse. ‘This 
is where our customers need help, and 
we can get good will by helping them. 
Of course, rates must be competitive, 
but by and large it is not the cost of op- 
erating appliances which is the stum- 
bling block to increased use of electricity 
in the home. Our domestic rate sched- 
ules are so designed that a customer au- 
tomatically gets lower rates for increased 
use. 

For example, take the case of our com- 
pany, the Puget Sound Power & Light 
Company. If today all of our residen- 
tial and farm customers had, in addition 
to present use, an electric range, electric 
water heater and electric refrigerator in 
their homes the average customer cost 
for electricity under existing rate sched- 
ules would be less than 1%c. per kwhr. 
On the other hand, it would cost our 
customers approximately $50,000,000 at 
present prices to put these major appli- 
ances in their homes. 

To obtain greater home electrification 
appliances must be made available to the 
people on such terms as will come within 
the reach of the average family. The 
automobile industry has done a marvel- 
ous job of selling; we must outdo it. 
Instead of the slogan “‘A chicken in every 
pot”—‘‘An electric range, refrigerator 
and water heater in every home.” Let’s 
go to it in a big way. 

As a whole the industry has a good 
record in reducing the cost of electricity 
to the customer, all the while improving 
service. However, with all the talk 
about cheap power from governmental 
projects in the minds of the people, rates 
are going to have to continue to come 
down if the good will of the customer 
is to be obtained and held. He has been 
made rate-conscious as never before and 
what he wants is lower rates and then 
lower rates. Rate reductions can best 
come from increased use. In building 
good will there is no substitute for good 
service and low rates. 


Another job that has fallen to our lot 
is to convince business and people gen- 
erally that their interests are best served 
by fighting the aggression and expansion 
of government in business shoulder to 
shoulder with us. Folks must come to 
realize before it is too late that the ad- 
vantages which a governmental agency 
has in going into the power business, such 
as free use of taxpayers’ money, tax-ex- 
empt securities, freedom from taxation, 
and so on, are likewise applicable to 
other businesses. There is no drawing 
the line. Like the ravaging flood, gov- 
ernment in business sweeps before it all 
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private business in its way. Like the 
raging forest fire, it is no respecter of 
property rights or the kind of trees that 
may be in its path. If unfair govern- 
mental competition can destroy the light 
and power companies, then unfair gov- 
ernmental competition can likewise de- 
stroy any other industry in precisely the 
same manner. It’s a case of who’s next. 
Subsidized governmental competition not 
only steam rollers the industry directly 
in its way, but it menaces all other in- 
dustries whose operations are affected or 
whose products are displaced. 

People must appreciate that when gov- 
ernment, whose prime function it is to 
govern, goes into business as a competi- 
tor with its citizens there results a de- 
struction of private business, of property 
values, and the undermining of govern- 
ment itself. I am satisfied that if the 
people of this country realized where 
government in business was leading them 
there would be an end to government in 
business. Russia today is a fair sample 
of what government in business does to 
a country and its people. 


We must explode the yardstick falla- 
cies. We know that there is no way the 
government can establish a fair yard- 
stick to judge the merits of the perform- 
ance of private enterprise by going into 
business, because it does so on the basis 
of self-made advantages. The important 
thing is to have the man in the street un- 
derstand this. Behind government in busi- 
ness is government itself—all-powerful 
and determined that its business ventures 
shall make a showing. Everybody should 
know that these so-called public power 
yardsticks are, after all, candy sticks for 
the politicians and broomsticks for the 
utilities. 

Imagine the fix people would be in to- 
day if they had waited for the govern- 
ment to pioneer the development and use 
of electricity. Have not the people of 
this country been greatly benefited be- 
cause thousands of enterprising and cour- 
ageous citizens have used their brains 
and ability, backed up by hard work and 
their savings, to make cheap electricity 
available for many uses over wide areas? 
Through years of hard sledding and in 
the face of difficulties private enterprise 
has continued making electricity avail- 
able to more people for more uses at de- 
creasing rates. It has done this without 
the benefit of government subsidy—it 
should not now be destroyed by govern- 
mental oppression. Our safeguard is 
an informed public sentiment. Public 
opinion must decide all controversial 
questions—it is up to us to see that the 
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people know the facts, for then they will 
be fair. 

Under the competitive situation as it 
exists today we must convince the people 
that they get more for their money when 
they deal with us than can otherwise be 
obtained. This means that we must 
stress at all times, and try to get people 
to realize the extent of, the tremendous 
tax burden we are carrying in our rates 
which, if our industry were put out of 
business, they would have to assume in 
one form or another. 

Likewise, it is important that people 
appreciate the fairness and the desirabil- 
ity, from their own standpoint, of having 
public power operations taxed and regu- 
lated as the private companies are taxed 
and regulated so that this ultimate end 
will be achieved. In the interests of the 
welfare of all, this so-called power issue 
should be settled on its merits. People 
are entitled to know the full story as to 
the advantages and disadvantages of pri- 
vate operation and the pluses and minuses 
of public operation. In so far as possi- 
ble the two operations should be put on 
a comparable basis, each subject to the 
same searching inquiries, the same taxes, 
the same regulatory laws and so on. 
People must also come to the realization 
that it is advantageous to them to have 
existing agencies and facilities utilized 
in distributing power from governmental 
projects. It would be better yet to have 
people decide that taxpayers’ money 
should not be used to erect plants with 
which to destroy the taxpayer; that mu- 
nicipal power plants should not be sub- 
sidized by federal grants; neither should 
tax-exempt securities be available for 
governmental business enterprises. It is 
unfair competition when the credit of 
government is used to finance its busi- 
ness enterprises when such credit is not 
available to its citizen competitors. 


We are today fighting in the front-line 
trenches. If we don’t win our battle, 
I’m afraid there will be many more in 
the trenches and ’ere long there will be 
many a white cross piled row on row, 
marking the sad end of America as we 
have known and loved it. We are fight- 
ing today not only to preserve the invest- 
ed savings of millions of splendid, thrifty 
citizens, and for the right to live on the 
merits of our performance in the public 
interest, but for the still bigger thing— 
the preservation of this country as a land 
of opportunity, where a free people may 
benefit from their efforts in proportion 
to their contribution to the welfare of 
mankind. Our task is not easy, for first 

(Continued on page 223) 
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The Government’s Program of Water Power 


HERE are so many viewpoints 

to be taken in making a study of 

the nation-wide government pro- 
gram of water power development that 
it is best for me to emphasize at the 
beginning of this article that in review- 
ing this program from time to time I 
have been more and more impressed 
that the electric power industry is a 
regional business, not national, and that 
the states which are to be affected by 
government competition have parts to 
play in this program, whereas the fed- 
eral government has no place in the in- 
dustry outside of the regulation of inter- 
state commerce and the regional coordi- 
nation of various transmission systems 
throughout the country. Most of this 
can be accomplished under the Federal 
Water Power Act by the Federal 
Power Commission. 

The financing of huge government 
owned plants or separately operated 
municipally owned systems are equally 
illogical, unsound and destructive, and 
any generating and distributing system 
controlled by the federal government 
is bound to fail, as far as adequate ser- 
vice and return on capital investment 
are concerned, and at the same time 
these proposed systems will be injurious 
to the states in which they are pro- 
posed to be located. Actually, the tax- 
payers in these states are going to be 
hurt more than the security holders 
of. the existing power companies in these 
states. The development of new in- 
dustries will be stagnated and the 
states’ revenues which are in danger of 
being thrown away in some instances 
amount to more than the states now re- 
ceive in their total ad valorem taxes. 


Yet in spite of this the states which 
will be affected are standing aside and 
disregarding their interests in the pres- 
ent program except for an occasional 
gesture here and there of a local pub- 
lic service commission. Most of the 
companies under attack are state-wide 
institutions which have been built up 
with the help of state legislatures, pub- 
lic service commisions, various mu- 
nicipal authorities, and the investing 
public of the states in which they are 
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situated. Very little assistance to their 
development has been given by federal 
agencies. Their histories show a local 
demand for institutions such as_ they 
are. It is well recognized by those 
most zealous in making a success of 
the federal power program that these 
companies cannot continue to exist with- 
out the support of the local people, and 
as a result of unending attack of federal 
bureaucrats the average citizen in a state 
where the government is active at the 
present time in a power program would 
like to see his local utility destroyed, 
or at least he thinks so. 


These local utilities have always 
played an important part in the up- 
building of local industries, but today 
as a result of federal attack their credit 
has been injured to the point where 
they can be of no assistance to new 
industries or to the extension of old 
industries. Prior to the depression, 
power companies were joining in with 
industrial companies in building jointly 
owned steam power plants for the util- 
ization of waste gases and waste heat. 
The companies have literally hundreds 
of rural electrification projects awaiting 
relief from federal attack. Today no 
program of this nature could be carried 
out in any of the areas where the gov- 
ernment is active in its power program. 

The government power program as 
it is being carried out today is in no 
sense coordinated and is in the hands 
of various agencies. It is striking that 
of all the projects now under way or 
authorized, only two, viz., Boulder 
Dam and the TVA, have secured con- 
gressional approval. The remainder 
have been authorized and financed by 
the Public Works Administration with- 
out congressional sanction. 

The Tennessee Valley Authority is 
constructing the Wheeler Dam and the 
Norris Dam on the Tennessee River, 
and has under discussion the early con- 
struction of five more dams on the main 
stem of the river or its tributaries. The 
Reclamation Service of the Department 
of the Interior is building Boulder 
Dam, on the Colorado River, and has 
started the Grand Coulee project on 
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the Columbia basin in Washington. 
They also are building the Casper- 
Alcova project in Wyoming. ‘The 
Corps of Engineers is constructing the 
Bonneville Dam on the Columbia River 
near Portland, Oregon, and the Fort 
Peck Dam on the headwaters of the 
Missouri River in Western Montana. 
Public Works funds have been made 
available for the Verde project in Cen- 
tral Arizona, the Loup River develop- 
ment and the Platte River development 
in Nebraska, and the Greenwood Coun- 
ty project in South Carolina. These 
latter developments are to be con- 
structed by local agencies. 

The Tennessee Valley development, 
Boulder Dam, Bonneville Dam, the 
Grand Coulee project, and the Loup 
River development are generally recog- 
nized as primarily intended for the de- 
velopment of power, although the bene- 
fits to navigation, flood control and irri- 
gation have been advanced by pro- 
ponents of the government program as 
justification for the construction of 
these projects. The Fort Peck project 
is intended primarily as a joint flood 
control. and navigation development, 
but it will ultimately have available as 
a by-product a tremendous amount of 
electric energy. The Casper-Alcova 
Dam and the Platte River project are 
joint power and irrigation projects. 


Other such projects are imminent, the 
principal one being the development of 
power in the International Section of 
the St. Lawrence River. Other projects 
are proposed on the Cooper-Santee in 
South Carolina, a series of developments 
on the Missouri River, and also a series 
on the Arkansas and Wabash. In ad- 
dition to the Grand Coulee and Bon- 
neville, eight additional projects are con- 
templated on the Columbia River. 

The total capital investment required 
for this gigantic program will be more 
than two and a half billion dollars, 
of which about one-fourth is to be spent 
for the developments now under way. 
These figures do not include cost of 
transmission and distribution systems. 
These projects will, when developed in 
accordance with ultimate plans, produce 
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more than 110 billion kwhr of electric 
energy annually, of which more than 
12 billions will be available from the 
initial installations. Table I gives de- 
tails of these total figures, this table 
being based on published data where 
available, otherwise upon estimates. 
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Wilson Dam played no real useful part 
in power generation, as it was used 
more to replace fuel generated energy. 
This fuel would have cost approxi- 
mately $643,000 per year, which was 
in a sense the contribution of miners in 
the southern coal fields to this project. 








TABLE I 


Initial Stage of 


of Projects Under Way 


Ultimate Development 





Millions of Millions of 
Investment Kwhr per Investment Kwhr per 
$ Year $ Year 
Boulder Dam... _ . 117,000,000 3,240 137,000,000 5,900 
ME ESE. oie aws da deadweaaee 63,000,000 2,160 204,000,000 11,500 
INI 5. sigs aula 4 dhaess kd kca cn eopib 31,000,000 2,360 75,000,000 7,900 
Other Proposed Columbia River Dams os 526,000,000 44,700 
Tennessee Valley............ . 333,000,000 3,300 1,316,000,000 25,000 
St. Lawrence........ erie ; 258,000,000* 12,500** 
I”. ee ee 72,000,000 400 80,000,000 3,000 
Casper-Alcova Project............. 22,000,000 150 22,000,000 150 
Greenwood County, S. C...... 2,767,000 100 2,767,000 100 
Loup River Public Power District. . 7,300,000 150 7,300,000 150 
Platte Valley Public Power and 
Irrigation District........ cies 9,900,000 125 10,000,000 500 
Verde Irrigation & Power Project.. 4,000,000 Unknown 19,000,000 Unknown 
Red Bluff Water Control District... 2,600,000 75 2,600,000 75 
"eee eens . 662,167,000 12,060 2,659,667,000 111,475 


*Additional U. S. funds required. 
**U. S. and Canadian energy. 








One hundred and ten billion kwhr 
annually is a_ gigantic amount of 
power. As compared to this figure, 
the total central station output for 
the United States for the year 1933 
was 79 billion kwhr. The theoretical 
cost of energy from these projects will 
vary above a minimum of about one 
mill per kwhr. As to the actual cost 
of energy from government owned 
plants, the experience of the govern- 
ment at Muscle Shoals is significant. 
Wilson Dam was completed in Sep- 
tember, 1925, with an installed capac- 
ity of 184,000 kw and a total invest- 
ment of $47,000,000. Between that 
time and May 31, 1933, the approxi- 
mate date on which the TVA Act of 
1933 was passed, the fixed charges, op- 
erating expense and maintenance of this 
plant amounted to $20,000,000, and 
during this period a total of 2,358,000,- 
000 kwhr was generated. The unit 
cost of this energy was 814 mills per 
kwhr. The government received a 
total of $4,978,000 for this energy on 
the basis of fuel replacement value, 
leaving a deficit of approximately $2,- 
000,000 per year. During this’ time 


Each and every one of the above- 
named projects, and every proposed 
unit of these projects, with the excep- 
tion of the St. Lawrence project, is ob- 
solete today from a power standpoint, 
and each one is bound to become a 
white elephant from a national and 
more particularly from a local stand- 
point. The St. Lawrence project, on 
account of the regular flow of the St. 
Lawrence River, must be utilized large- 
ly for electro-chemical and electric fur- 
nace industries, which must be located 
at the site, and to be economical a bet- 
ter international agreement than any- 
thing which has been recently proposed 
must be arranged with Canada. Fur- 
thermore, improvement of the St. Law- 
rence River to a navigable depth of 28 
ft., which is a part of this project, will 
so disturb existing trade channels that 
this is no time to consider this project. 

All of these projects will seriously 
disturb the broad plans for transmission 
systems of central station companies 
which will be affected by them, and 
many transmission lines now existing 
will be rendered obsolete by the gov- 
ernment program. 
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Every kilowatt-hour which will be 
produced by any or all of these projects 
will be surplus, not only from a local, 
but from a national standpoint. Load 
conditions in the various areas which 
will be affected do not justify the addi- 
tion of a single kilowatt of capacity, re- 
gardless of cost, at the present time. 

Considering some of these projects 
from an economic standpoint, I will 
take first the Tennessee project. 

The existing government owned facil- 
ities at Muscle Shoals have a present 
capacity of 100,000 kw. The proposed 
system, when Norris Dam and Wheeler 
Dam are completed, will have a capac- 
ity, according to testimony of govern- 
ment engineers, or 200,000 kw. The 
cost of this additional capacity at 
Wheeler Dam and Norris Dam, and the 
connecting transmission lines, is ap- 
proximately $80,000,000. The govern- 
ment engineers have testified that power 
will cost approximately 3 mills per kwhr 
at the switchboard of their plant, but 
if proper allowance is made for total 
capital investment, interest charges, 
amortization and depreciation, the cost 
will be approximately 434 mills per 
kwhr. 

The Tennessee River flows through 
several coal fields which produce high 
grade coal and competitive steam plants 
located in the neighborhood of these 
coal fields will deliver power at Knox- 
ville, Chattanooga and Paducah at from 
3% to 3.9 mills per kwhr. 

The Boulder Dam project is rapidly 
nearing completion and when finished 
will be capable of delivering a surplus 
of nearly 5 billion kwhr to the southern 
California territory, which is more than 
the companies in that territory have 
been able to develop as a market in 
fifty years. The delivery cost of this 
energy will be approximately .6 mills 
higher than the cost of producing the 
same energy in oil-fired steam plants in 
the Los Angeles area. 

The Bonneville project on the Co- 
lumbia, near Portland, is a tremendous 
project which will produce around 2%4 
billion kwhr from the initial project, 
and ultimately 7% billion kwhr annual 
output. There: is practically no local 
market for an amount of power such 
as this, and government engineers are 
discussing a sale figure of approximately 
1.2 mills per kwhr to induce electric 
furnace operations to locate in that 
vicinity. Freight rates, cost of assem- 
bly and delivery of finished products, 
will always be a serious handicap to this 
development, and even though it is a 
low-cost project, it cannot compete with 
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projects like the St. Lawrence or large 
steam plants properly located at tide- 
water for low cost assembly and deliv- 
ery of finished products. 

Several of these projects are being 
built in geological measures which are 
questionable from an engineering and 
industrial geologist’s standpoint, not- 
ably, Norris Dam, Bonneville, and Fort 
Peck. Even if there were a local de- 
mand for the power which will be pro- 
duced at these projects, it is very doubt- 
ful whether there is justification in tak- 
ing the risk which is being taken in 
their construction. 

In this entire program the ‘United 
States Government is now competing 
against its citizens in the power busi- 
ness in various parts of the country. 
It has under consideration other projects 
which will widen the field of such com- 
petition. It would seem reasonable to 
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expect that such a vast project would 
be based on a carefully thought-out eco- 
nomic policy which would have as its 
principal object the protection of the 
interests of the three classes of people 
which will be affected, viz., power con- 
sumers, investors, and taxpayers. Even 
a casual analysis of the program re- 
veals the fact that no such policy ex- 
ists. No two of the various develop- 
ments are being handled in the_ same 
way, and not one of the developments 
is economically sound from the interests 
of these three classes of people. The 
only consistent aspect of the adminis- 
trative policy of the government is that 
in every section of the United. States 
the taxpayer’s money is being expended 
and an attempt is being made to de- 
stroy the private utility industry by un- 
fair competition of the government 
which it helps to support. 
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While the utilities have much to fear 
from this program, they will doubtless 
survive, as their work is being carried 
on on sound business principles and the 
government program is economically 
unsound. As government expenditures 
for these projects begin to taper off 
state authorities will wake up to the 
fact that the local utilities are among 
their greatest assets, and I look, to the 
states as political bodies to come to the 
help of the utilities in the near future. 
Furthermore, some of the strongest 
economists and engineers in government 
service are not believers in government 
operation of utilities, and their ideas are 
beginning to filter into federal plans. 
But for generations to come the utili- 
ties are going to have these government 
owned white elephants in their midst to 
seriously harass them in their financing 
and planning for the future. 


Accident Prevention and Insurance 


By E. R. Kropp 


Union Electric Light and Power Company, St. Louis, Mo. 


Sixth of a series of articles sponsored by the Accident Prevention Committee, Edison Electric 


HE relationship between accident 
prevention and insurance is a very 
close orfe, since insurance is designed to 
pay a financial loss which, strictly speak- 
ing, in most cases is due to or results 
from a lack of accident prevention or 
the failure of accident prevention plans. 
While accident prevention has a 
direct relationship with practically all 
forms of insurance, it is desirable for the 
present purpose to discuss only those 
forms of insurance which a corporation 
or other large employer must carry to 
protect against losses resulting from per- 
sonal injuries arising out of the failure 
to accident prevention methods. 

Most of these personal injuries and 
fatalities among employees occur while 
engaged ‘in the customary duties of their 
various occupations. All but four states 
in the Union have compensation laws 
' providing for payments to injured em- 
ployees or their families, but the amount 
of these payments varies under the dif- 
ferent laws and, as a result, the cost of 
insurance likewise varies. This, how- 
ever, is only one element in establishing 
insurance rates, a more important ele- 
ment being the amount of actual pay- 
ment of losses for employee injuries. 
Hence the prevention of accidents to 
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employees is one important way in which 
the cost of this insurance can be reduced. 

The establishment or setting up of 
insurance rates by the rate-making body 
is a very scientific and technical pro- 
cedure and it must be understood that 
the basic rate established by this body 
really represents the average risk, as the 
rate is arrived at by using the average 
experience for each industry. Any em- 
ployer whose annual premium is $500 
or more is entitled to an individual rat- 
ing known as “Experience Rating”’ since 
it is believed that a risk producing a 
premium of that size is large enough to 
be considered separately and apart from 
the average risk. This experience rat- 
ing is computed by comparing the in- 
dividual risk to the average risk repre- 
sented by the basic rate and, of course, 
when the experience of the individual 
risk or the amount paid out in claims 
for or by the individual risk is com- 
pared to its premium computed at the 
basic rate, it will either be better or 
worse than the average. If it is worse 


than the average risk as shown by this 
comparison, a debit or increase in rate 
is applied, but if better than the aver- 
age, a credit or reduction in rate is 
This same principle applies 


allowed. 


even though the concern carries its own 
insurance, because an insurance tax must 
be paid by such self-insurers and, since 
the tax is a percentage based upon 
premium, it is necessary to know what 
premium would apply to a self-insurer. 
Naturally, however, the amount paid 
out for injuries would be the most im- 
portant item to a self-insurer. 

In the field of compensation insurance, 
therefore, accident prevention is ex- 
tremely important. Accident experience 
not only affects the basic rate for an 
entire industry, but it increases or re- 
duces the basic rate of an individual risk. 

Accidents which result in injuries to 
persons other than employees affect the 
cost of public liability insurance in about 
the same manner. A concern buying 
this form of protection finds in due time 
that its rates are decreased or increased, 
depending wholly upon whether its ex- 
perience has been good or bad. There 
are about as many kinds of public 
liability insurance as there are ways of 
getting inj 1red, and an accident preven- 
tion progr 12 designed purposely to pro- 
tect the public must be very comprehen- 
sive. The regular examination or in- 
spection of buildings, furniture and fix- 

(Continued on page 232) 








Findings of the Federal Trade Commission 


By Bernard F. Weadock 


Vice-President and Managing Director, Edison Electric Institute, New York, N. Y. 


An address before the Second General Session of the Third Annual Convention of the 
Edison Electric Institute, Atlantic City, N. J., Jume 3rd, 1935 


HE opponents of privately owned 

and operated electric light and 

power companies rejoice in the 
“findings” of the Federal Trade Com- 
mission’s eight-year investigation of the 
industry. Well might they do so. The 
“findings” are couched in language of 
the speeches of anti-utility Senators and 
Congressmen which have appeared in 
the Congressional Record over a great 
number of years. A comparison leads 
one to the inevitable conclusion that the 
investigation was predestined to be a 
propaganda vehicle to further the whims 
and fancies of those who wouid destroy 


‘the American system of private business 


for private profit. Those who were in- 
strumental in having the investigation 
inaugurated to further their concepts of 
public ownership and who were so con- 
spicuous during its conduct in “‘assist- 
ing” the Federal Trade Commission 
point with pride to the contents of the 
final report of that body. 

The fair determination of an economic 
question is at best difficult even when 
approached with an impartial and open 
mind. When, however, that judgment 
is prejudiced or biased, the solution of 
the economic question will reflect such 
prejudice and bias. The Federal Trade 
Commission is no exception to this rule. 
It patterned its conduct of the investiga- 
tion of the electric light and power in- 
dustry in spirit and practice after the 
manner of a Congressional inquisition 
and not according to the time-honored 
proceedings of a judicial or quasi-judi- 
cial body. It would seem that the Com- 
mission had as its only purpose, despite 
its protests to the contrary, to besmirch 
this industry to the degree demanded by 
those who sponsored the investigation. 

Let us inquire into the record to de? 
termine the accuracy of my statement. 
You will remember the presence of Fed- 
eral Trade Commission agents, examin- 
ers, attorneys and accountants in the of- 
fices of the companies examined. You 
will remember that your files, letters— 
company and personal—records, min- 
utes, vouchers and books of account 
were demanded and thoroughly exam- 


ined. You will recall too the attitude of. 
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those examiners, accountants, attorneys 
and agents who professed that their duty 
was to make a full, fair, and impartial 
investigation. The associations and com- 
panies turned their records over for ex- 
amination. In the end, not a single com- 
pany refused access to the records and 
correspondence. ‘The industry cooper- 
ated wholeheartedly with the Commis- 
sion in the honest belief that a full, fair 
and impartial report would be made, 
believing, as they had a right to believe, 
that if this industry were honestly shown 
before the public gaze that its record 
would compare favorably with any in- 
dustry in the nation. 

When the examiners had returned to 
Washington and their reports were sent 
to the companies for examination, all 
company officials were shocked to read 
in such reports distorted facts, false 
theories, innuendoes, insinuations, aca- 
demic theories and bitter tirades against 
the customary, usual and approved meth- 
ods of transacting business, and that such 
reports were devoid of all constructive- 
ness or economic study of the transac- 
tions so freely condemned. The receipt 
of these reports so firmly shook the faith 
of the executives and shattered their 
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hopes of a fair investigation that they, 
for the first time, fully realized that it 
was but another investigation seeking 
“dirt” to besmirch the industry. 

Upon invitation of the Commission, 
conferences were held prior to hearings 
to call attention to any factual errors in 
the reports. These conferences were 
upon the reports as submitted to the com- 
pany. Discussions were often hot and 
bitter. “The Commission’s examiner or 
agent was usually well sustained in his 
interpretation and conclusions as con- 
tained in the report, regardless of how 
erroneous they might be. 

The investigation was “original” in 
that the opinion of an examiner, no mat- 
ter how inexperienced or unqualitied, 
was adopted by the Commission with a 
finality that rendered decisions and rul- 
ings of the United States Supreme 
Court, State Supreme Courts, the In- 
ternal Revenue Department, State Util- 
ity Commissions, and other informed and 
intelligent departments mere scraps of 
paper. In other words, the opinion of 
the examiner, no matter what his motive 
or his qualifications, was substituted for 
the law of the land and the knowledge, 
experience, and learning of many men. 

Of the total number of the personnel 
of the Federal Trade Commission en- 
gaged in the investigation, approximately 
85 per cent were without knowledge or 
training in the utility business. Many 
of the staff so engaged were never em- 
ployed in any commercial or industrial 
business. The reports of these men were 
considered authoritative and authentic, 
and constitute the basis for the indict- 
ment of this industry. 

Public hearings were held and con- 
ducted as an ex parte proceeding. Per- 
haps it might better be described as a 
“public disclosure’ of the Commis- 
sion’s interpretation of the irregularities 
claimed to exist in the industry. Rules 
of evidence were conspicuous by their ab- 
sence. ‘‘Experts” were qualified as ex- 
perts by the fact that they were em- 
ployed by the Commission. Opinions of 
the examiners and agents were consid- 
ered pertinent facts. Mere assertions 
were elevated to the dignity of best evi- 
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dence. Unsigned and unidentified let- 
ters, letters of dead men, selected excerpts 
of letters removed completely from their 
context, or the mere opinion of an indi- 
vidual was accredited with sufficient 
weight to condemn the industry. News- 
paper articles were likewise considered 
evidence reflecting upon the industry, 
although the writer or author never ap- 
peared for examination or cross-exam- 
ination. Insinuations, inferences, de- 
ductions, conclusions and opinions of 
Commission’s counsel and examiners 
were accepted as conclusive evidence of 
the wrong of the thing charged. 


‘ 


Propaganda of the well-known “un- 
holy alliance” opposed to the industry 
were accepted and the contents of such 
pamphlets and papers were considered 
conclusive evidence against the industry. 

The companies and associations were 
represented by counsel at such hearings. 
Strenuous objections were made to the 
contents of the reports and the contents 
of other material, but such objections 
were brushed aside. Cross-examination 
was a matter of privilege, not of right: 
As the Commission itself says, “There 
was little use made of this privilege 
(cross-examination). The company rep- 
resentatives were also allowed a reason- 
able opportunity to put pertinent testi- 
mony of documentary evidence in the 
record.” The extent to which this 
“privilege” might be exercised was lim- 
ited and restricted by what the Commis- 
sion determined to be ‘‘reasonable.”’ The 
companies .never did accept the reports 
as accurate. Many voiced strenuous ob- 
jections, only to be silenced. 

When we endeavored to introduce into 
the record material testimony, we were 
confined and restricted to what the Com- 
mission permitted to be _ introduced. 
When I insisted upon a full opportunity 
to present important material, documen- 
tary evidence, the Presiding Commission- 
er excluded that testimony and com- 
manded the court stenographer to cease 
taking my argument. The testimony 
which was introduced in explanation and 
justification has been practically forgot- 
ten in the summarization by the Com- 
mission of its investigation. Time will 
not permit of further illustrations, but I 
believe sufficient has been stated to con- 
vince one of reasonable fairness that the 
investigation might well be classed as 
one conducted in the Middle Ages, or 
even a modern Senatorial investigation 
where the principal “facts” dug up are 
covered with dirt—to be thrown at a 
subsequent time for an obvious purpose. 

As an adjunct of such hearings, a 


EDISON ELECTRIC INSTITUTE BULLETIN 


newspaper summary containing the “high 
spots” of the report to be released— 
there have been 264 releases to date— 
was issued to the newsmen, who ac- 
cepted it with full faith and credit. Such 
summaries were prepared to stress the 
bad or the irregular and omit the good 
and the customary. 

To say that the investigation has been 
completely devoid of value to the public 
and the industry would be an error. The 
progressive companies have successfully 
improved such unusual conditions as jus- 
tified fair criticism and would go still 
further in their plan if they could be 
encouraged by less drastic and more sen- 
sible legislation. On the other hand, the 
character of the investigation — has 
wrought an irreparable damage to a ba- 
sic industry which, in the main and on 
the whole, satisfactorily performs a pub- 
lic service under public regulation. 

The Federal Trade Commission in- 
vestigation is presumed to constitute an 
indictment of this industry. Let us in- 
quire as to whether such reports consti- 
tute a true indictment. The Senate 
Resolution commanded the Commission 
to determine the advantage or disadvan- 
tage of the holding company. 


Selection of Companies 


Everything that the Commission has 
brought out has been judged by its own 
standards of ethics colored at all times 
by whaf would make a good news story. 
Of economic results the Commission’s 
final summary has been woefully silent. 
It has completed its investigation with- 
out a true evaluation of the accomplish- 
ments of the electric industry and has 
confined itself to criticisms of little-un- 
derstood bookkeeping and accounting. 
It states that it has examined 18 Holding 
Companies, 42 Sub-Holding Companies 
and 91 Operating Companies. The com- 
panies examined were hand-picked and 
represent about 41 per cent of the hold- 
ing companies and 514 per cent of the 
operating companies, and in point of out- 
put, less than 54 per cent of that of the 
private companies. Particular companies 
so selected were generally known to the 
industry as examples of what a public 
utility holding company should not be. 
This is best attested by the great number 
of them now bivouacked in bankruptcy 
and receivership. In fact, as soon as the 
Commission heard of any company going 
into bankruptcy or receivership it hustled 
its examiners to the scene. 

The Commission studiously and de- 
liberately, by innuendo, insinuation and 
positive misstatement, has attempted to 
create the impression that the abuses and 
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unsound business practices of a few hand- 
picked and _ well-publicized companies 
were typical of the industry. It at- 
tempts to apply such abuses and unsound 
business practices to the other companies 
examined and to the industry as a whole. 
These hand-picked companies were used, 
in the words of the Commission, “as 
illustrative or typical examples only.” 
Nothing is further from the truth. A 
fair, honest, impartial and economic 
study of the industry would demonstrate 
beyond any question that the industry as 
a whole has functioned well and in the 
interest of the consumer and the investor. 


30 Million Dollar “Propaganda” Item 

An illustration of the absolute unfair- 
ness of extracting a single excerpt from 
a document, removed from the context, 
is clearly shown in the matter of adver- 
tising and in the charge of the Commis- 
sion that “barring, possibly, government 
drives during war-time, it is doubtful 
whether any publicity campaign ever ap- 
proached this in variety, extent, compre- 
hensiveness, minute thoroughness of 
planning and execution and the amount 
of expenditures involved.” (Pg. 60, Vol. 
71-A.) The accuracy of that charge 
rests upon the record. The Commission, 
in its effort to substantiate that false 
statement further, states: 

“Tt is stated that the public utility indus- 

try operating under publicly granted fran- 
chises (usually exclusive) to serve with 
light and power expends ‘$25,000,000 or 
$30,000,000 a year for public utility adver- 
tising. * * *’” 
If, instead of inserting the asterisks, the 
Commission had inserted the language 
of the exhibit (being Exhibit No. 185), 
which was, “gas, electric, street car and 
telephone companies,” and the testimony 
of the witness, who upon cross-éxam- 
ination by Commission’s counsel stated, 
at page 86, Vol. 1 of Federal Trade 
Commission Reports, that that amount 
was a very rough estimate, was not au- 
thentic, that only a third of the amount 
applied to the electric light and power 
industry, and that it covered the amount 
of advertising that was done to sell 
ranges, electrical washing machines, gas 
service, rates, excursions on street cars,. 
long distance telephone service and all 
that sort of thing, the Commission would 
have brought out the truth. Instead, 
the Commission preferred to select the 
phrase which would support its sweeping 
and unfair finding. 


Construction Services 
The Commission has been exceeding- 
ly drastic and critical—I might even say 
violent—in its denunciation of construc- 
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tion and engineering contracis as per- 
formed by the holding company. This 
principal criticism was directed at a com- 
pany whose basis of charges was as fol- 
lows: 5 per cent of the first $200,000 of 
construction, 4% per cent of the next 
$800,000 of such cost and 4 per cent 
of all additional cost. 

It is worthy of note and quite inter- 
esting to compare the scale of fees for 
professional engineering services as off- 
cially recommended on Federal and Fed- 
eral-aid projects by the American Society 
of Civil Engineers, which is as follows: 

“Complicated or special projects such as 
power plants, etc.,” the fees range from 8 
per cent of net construction cost for projects 
$200,000, ‘to 5 per cent of all projects in- 
volving $6,000,000 or more. 


For simple projects the figure of 534 per 
cent and 4 per cent respectively. 


I leave to an impartial and fair tribunal 
the reasonableness of the construction 
company fees. 


Service Contracts 


The Commission requested and the 
company, at great expense, supplied ex- 
haustive studies upon the benefits of hold- 
ing company control as reflected in the 
reduced cost of construction and opera- 
tion of the operating companies. “These 
facts submitted indicated improvement 
in service, reduction of rates, construc- 
tion of efficient plants, the solution of 
complicated engineering and economic 
questions, great savings on insurance, 
taxes and purchases which were passed 
on to the operating company and reduced 
the cost of operation. The Commission 
throughout its reports and publicity re- 
leases speaks of the money received by 
the holding companies for such service, 
but fails to show the value of that service 
evident to any who might honestly in- 
quire. Only one report considered these 
economic features and recognized the 
value thereof and the reasonableness of 
the charges made therefor. It is to the 
discredit of the Commission that this re- 
port was never introduced into the rec- 
ord to enlighten a querying public to the 
true, self-evident facts and economies 
which the report showed the small oper- 
ating company received from its parent. 
The reason this report was not intro- 
duced is because the facts therein showed 
great economies and more efficient oper- 
ation and improved service over many of 
the plants which at one time had strug- 
gled to serve under municipal owner- 
ship. It was said that to have intro- 
duced this report into the record would 
be a reflection by the Commission upon 
public and municipal ownership. 
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No proper evaluation of these services 
can be obtained by merely reciting the 
cost of such service without a thorough 
economic and engineering study of the 
benefits, which it would seem that the 
Commission has purposely avoided doing. 

One conversant with the facts sur- 
rounding the operations of the electric 
light and power companies realizes the 
advantages and necessity for this type of 
supervision and the resulting economies, 
all of which are passed on to the rate 
payer. That these contracts in and of 
themselves are not as vicious as the Com- 
mission would have you believe is best 
attested by the fact that the following 
state commissions have exhaustively ex- 
amined and reported upon the efficiency 
of these contracts and allowed the 
charges made as reasonable and fair: 


Arizona New Hampshire 
California New York 
Colorado North Dakota 
Georgia Ohio 

Illinois Oregon 
Indiana Pennsylvania 
Maine Tennessee 
Maryland Vermont 
Michigan Virginia 
Missouri West Virginia 
Montana Wisconsin 


Of particular interest is the opinion of 
Commissioner Thomas of the State of 
Oregon, whom no one could ever say 
was favorable to the utilities. In his 
examination of the relationship existing 
between an operating company and the 
holding company under the service con- 
tracts, he has said (Nov. 1, 1934): 


“The claim of Byllesby Engineering and 
Management Corporation that it is in every 
true sense a management concern, and that 
it gives valuable services under its contracts, 
is supported by the record. . . . That the 
plan, design and construction work of these 
utilities has been improved and operating 
benefits and economies have resulted from 
the services rendered under these contracts 
is hardly open to question. ... (In regard 
to purchasing of materials and _ supplies 
through the Management Corporation) this 
practice results in obtaining quantity dis- 
counts and other concessions not obtainable 
by the operating companies if acting inde- 
pendently. .. .” 


Is it to be presumed that the erroneous 
conclusions of the Federal Trade Com- 
mission, seeking to perpetuate its exis- 
tence, shall take precedence over the 
findings of many state public utility com- 
missions familiar with the utility subject, 
with the interest of the localities at heart, 
and manned and equipped to thoroughly 
and completely investigate the advisa- 
bility and necessity for such service con- 
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tracts and to determine the reasonable- 
ness of the charges made. 


Write-ups 


All figures thus far emanating from 
the Federal Trade Commission relating 
to write-ups are inaccurate, undepend- 
able and unreliable. In its latest propa- 
ganda blast, Release No. 264 of May 
28, 1935, a further effort to exhibit the 
shop-worn propaganda on write-ups is 
made. The latest release is grossly in 
error in that it describes the amount of 
the alleged write-up “on a combined 
basis.” —This means that write-ups found 
in either an operating company, a hoid- 
ing company,.or a sub-holding company 
are multiplied by reflecting the amount 
of a claimed write-up in each class of 
companies, whereas it occurred in but 
one only. Many of the write-ups were 
reflected on the books of a single com- 
pany and not on any other book of ac- 
count of the group or of the system, and 
yet in arriving at the fantastic figure the 
Commission quotes it assumes that it 
appeared in each of the three companies. 
If the Commission could reduce its al- 
leged write-up figure by 11 per cent be- 
tween one publicity release on January 
10, 1935, and another publicity release 
on February 5, 1935, it might behoove 
the Commission, in the interest of fair- 
ness and honesty, to re-examine its write- 
up figure before it releases any more 
false publicity releases. For a full and 
complete discussion of the unfair and 
discriminatory method employed by the 
Commission in arriving at its write-up 
figure, I direct your attention to my ar- 
ticle on the subject in the February, 
1935, issue of the Epison ELectric 
INSTITUTE BULLETIN. 


Economic Basis for Holding Companies 


These illustrations of distorted facts 
should place one on his inquiry as to the 
accuracy of the statements of the Com- 
mission in regard to other subjects men- 
tioned in the report. If you are still 
skeptical, let me read what the same 
Federal Trade Commission said of hold- 
ing companies when it was conducting 
an economic and not a political investi- 
gation, without the flare of rockets or the 
beat of the drum: 

“The fundamental theory of the holding 
company is that a single large central or- 
ganization can furnish more efficient and 
economical management and service in 
financing, construction and operation. . . . 

“The pressing need has generally been for 
capital. . The means by which these 
needs have been met is the holding company. 
. .. The acquisition by such corporations of 
the control of operating companies made it 
possible to consolidate previously - inde- 
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pendent operating units to obtain the bene- 
fits of larger distribution systems necessary 
to utilize the production of larger generat- 
ing stations... . 

“The individual operating company, with 
nothing behind its securities but its own 
developed or prospective earning power, 
lacks diversity of resources. When it applies 
to the investment banker for assistance its 
security issues are comparatively small and 
relatively unknown to the investing public. 
Consequently, it is in a poor position to 
bargain for loans on favorable terms. The 
holding company meets this situation by 
substituting for the securities of its indi- 
vidual operating subsidiaries its own stocks, 
bonds and debentures, backed by the diver- 
sified earnings of its underlying  hold- 
ings.” 

A few days before the introduction of 
the Wheeler-Rayburn Bill the Commis- 
sion emitted a report in which it said: 

“The choice between suppression and reg- 
ulation of holding companies will turn 
logically upon a balancing of their rel- 
ative advantage and detriment to the gen- 
eral public. If they provide advantages to 
the public which can be obtained no other 
way, then it may be desirable to preserve 
the holding company in order to preserve 
those advantages to the public. If those 
advantages can be obtained in some other 
way, then the argument for reteation of the 
holding company is correspondingly weak- 
ened and the decision will turn more largely 
upon the eradication of evils than upon the 
preservation of benefits.” 

And again: 

“The one-tier holding company presents 
many of the same problems as the pyra- 
mided holding company system. If sup- 
pression be required as a solution, it cannot 
stop short of suppressing all forms of the 
evil.” 

Then it leaves to Congress whether 
or not suppression or regulation of the 
holding company is the preferable policy, 
and says: 

“If holding companies are to be permitted 
to continue to control and manage groups 
of operating or producing companies, there 
are four methods which seem especially to 
commend themselves for the exercise of 
Federal jurisdiction. They are: 

(1) the taxation method, 

(2) direct statutory inhibitions, 

(3) a compulsory Federal licensing act, 

(+) a permissive Federal incorporation 

act. 

The Commission primarily recom- 
mends the first two methods; first, taxation, 
and second, direct prohibitive legislation.” 

It may be that the recommendations 
reflect the speed with which they were 
made. Pressure—great pressure—was 
brought to have the final reports ready 
for this session of Congress. The Presi- 
dent of the United States wrote the 
Commission commending it for the man- 
ner and method of its conduct of the 
investigation and stating that it was of 
the greatest importance that the final 
report, with recommendations, be sub- 
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mitted not later than January 1, 1935; 
Senator Norris demanded more prompt 
action and that the methods of the Com- 
missions be jazzed up and made more 
interesting, as the investigation was not 
getting the desired publicity. The pub- 
licity department of the Commission 
was renovated and became more alert 
and active in order to get more publicity 
for the investigation and the Commis- 
sion. 

‘The President of the United States 
summarily dismissed a Commissioner 
whom he considered unsympathetic to 
the investigation. Repeated demands by 
Senators and Congressmen to expedite 
the findings were made to have the re- 
port available when the predetermined 
Wheeler-Rayburn Bill was in the process 
of being drafted. Under this com- 
bined pressure the Commission has scru- 
pulously avoided any reference to real 
facts reflecting credit upon the industry 
and has rendered a report, the gist of 
which is the strangulation of the indus- 
try by excessive, exorbitant, discrimina- 
tory and unreasonable taxation, or, in 
the alternative, abolition. 


Statements of the Commission Inconsistent 
with Its Conclusions 

By publicity release No. 264, issued 
May 28, 1935, on Chapter XI of the 
final report, which remains unpublished 
and safeguarded from examination or in- 
vestigation in the archives of the Com- 
mission, another blast of propaganda for 
the Wheeler-Rayburn Bill received wide 
public notice in the press throughout the 
country. The Commission states that “it 
appears” that the holding companies per- 
formed functions such as the promotion 
of more rapid extension and improve- 
ment of small or undeveloped operating 
utilities than would have been in many 
cases possible as independent units; that 
combinations of smaller utility corpora- 
tions into one or more larger organiza- 
tions made possible the advantage of 
physical interconnection, large-scale pro- 
duction and unified management; that 
skilled management and expert engineer- 
ing were concentrated on the problems of 
construction, production, transmission, 
distribution and utilization of electric 
energy; and that service was improved 
and extended, consumption increased and 
the costs of production were reduced, 
with a consequent possibility and a ten- 
dency toward lower rates notwithstand- 
ing accompanying financial practices 
which had an opposite tendency as to 
rates. But characteristic of the reports 
throughout, it is stated that this was done 
as a means of increasing the profits of the 
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holding company. ‘Uhey also state that 
through holding companies the investor 
could obtain a diversity of risk, yet reap 
some of the profits of equity investment. 
This is the limit to which the Commis- 
sion cares to speak well of the industry, 
for the rest of the release is a condemna- 
tion by repeating the sing-song of al- 
leged wrongdoings which were contained 
in the 263 publicity releases preceding 
this one. : 

As further proof of the deliberate 
maliciousness and downright unfairness 
of this autocratic and bureaucratic body 
to whom the fate of many industries is 
assigned by its act of creation as to their 
“fair practices,” price fixing and methods 
of doing business, I desire to call your 
attention to an outstanding fact which 
should condemn the Commission in the 
eyes of the people. In Chapter 1V of 
Volume 72-A of its final report, issued 
as late as February 2, 1935, the Com- 
mission enumerated at least 12 advan- 
tages of holding companies which are 
completely ignored and forgotten in its 
final summary of the advantages and dis- 
advantages of the holding company. 
They are as follows: 


1—That there exist “certain economic needs 
of small operating companies for finan- 
cial engineering and managerial ser- 
vice.” 

2—An important “financial function of a 
holding company is that of temporarily 
financing the current capital needs of its 
subsidiaries, pending permanent financ- 
ing.” 

3—That holding companies are able to 
furnish funds for senior security financ- 
ing where market conditions are un- 
favorable. This applies especially to 
“companies whose earning power was 
weak so that their securities were not 
in favor with the general investing 
public.” 

4—That the furnishing of common stock 
capital would seem normally to be the 
function of a local capitalist, but as such 
capital (local capital) is not always 
available, the holding company acquires 
the control of the company and furnishes 
a large part of the common stock tunds. 

5—An important process carried on by 
holding company managements in many 
cases has been “the enlargement of the 
operating unit by mergers, consolida- 
tions and the physical connections of 
different properties by transmission lines 
to such degree as to overcome these dis- 
advantages.” (The operating company’s 
difficulties in selling securities at ad- 
vantageous prices.) 

6—Speaking of certain mergers and con- 
solidations in one of the systems exam- 
ined, the Commission said: “By this proc- 
ess these operating companies were in- 
creased from four small units in 1910 
and consolidated into a 192 community 
unit in 1929, of which 183 were on one 
continuous electric system.” 

7—Spreading the irreducible overhead ex- 
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pense over a much larger volume of busi- 
ness and thereby economizing that over- 
head. 

8—The second effect of mergers and con- 
solidations by holding companies has 
been “that as the size of the unit and 
volume of business increased and the 
necessity has arisen from time to time 
of providing the enlarging unit with ad- 
ditional generating capacity, opportuni- 
ty has been made to apply on these units 
progress that had been made in the de- 
sign of generating equipment, etc.” 

9—This process accounts for the marked 
decrease noted by the U S Bureau of 
Census in the number of electric utility 
establishments. The number decreased 
from 6,542 in 1917 to 3,429 in 1932. 

10—That the application of progress in the 
design of generating equipment has 
been made to such an extent in these 
plants that the station output cost has 
been greatly reduced. 

11—Centralized purchasing for the entire 
group, with the maximum quantity dis- 
counts obtainable for such operating 
volume under holding company or large 
operating company contracts with the 
manufacturers. Where the holding com- 
pany passes all of these quantity dis- 
counts on to the operating company, such 
centralized purchasing benefits them and 
potentially the consuming public. 

12—Centralization of the placement of in- 
surance and the handling of claims in 
the hands of a specialist makes possible 
lower premiums and more favorable 
settlement of damage claims. 


Again, in Chapter V of its final report, 
issued February 5, 1935, at page 74, the 
Commission speaks of the benefits of con- 
solidation and mergers effected by hold- 
ing companies and enumerates the fol- 
lowing benefits: 


1—Simplification of its investments. 

2—Facilitating of its financing for the in- 
creased capital requirements of its com- 
panies. 

3—Economy of operation in the production 
and distribution of electrical energy by 
eliminating duplicate generating and 
transmission facilities. 

4+—By scrapping of obsolete facilities, with 
a consequent saving in capital expendi- 
tures; consequent saving in operating 
costs; greater utilization of waste 
power and potenial power. 


Chapter IV of its final report deals 
with the functions of sub-holding com- 
panies and I have paraphrased the five 
principal functions assigned for their 
creation as found by the Commission: 


1—To preserve to the controlling interests 
some privilege or advantage conferred 
upon the corporation by state legisla- 
ture. 

2—To meet some provision of a state or 
national law or the provisions of some 
contract. 

3—In connection with income tax laws. 

4—To segregate acquired assets against 
which there is a purchase money lien. 

5—For the purpose of qualifying as full- 
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paid and non-assessable stocks to be is- 
sued in connection with the sale of other 
securities. 

One reading the record, the reports, 
and the final reports must be convinced 
that it was the deliberate purpose to elim- 
inate all comment referring to the con- 
structive work accomplished. This in- 
vestigation is typical of the exercise of 
inquisitorial powers of commissions, bu- 
reaus and bureaucrats. The Federal 
Trade Commission is composed of five 
commissioners, all of whom are men of 
integrity. I am certain that none of 
them read the record as made by their 
subordinates. The final report is made 
to appear to represent the judgment, 
opinion and wisdom of the commission- 
ers; whereas, in fact, it was prepared by 
subordinates in conformity with the bu- 
reaucratic practice existing in Washing- 
ton. It is signed and becomes a public 
document, when in truth it reflects the 
prejudiced and biased opinions of subor- 
dinates, many of whom have lived the 
sheltered life of a government employee 
and are not familiar with the rules and 
customs of the industrial, commercial or 
business world. 

Can it be that the method of conduct- 
ing an investigation as outlined here en- 
titles the Commission to the respect, cor- 
fidence or trust of general industry? 

In Chapter XIV, page 2, of the final 
report on the electric utilities, the Com- 
mission says: 

“A somewhat different set of facts and 
legal questions arise concerning holding 
companies outside of the utility field. The 
Federal Trade Commission has had con- 
siderable and varied experience in the mat- 
ter of general industrial holding companies, 
but makes no recommendations herein re- 
lative thereto, as the resolution of the Senate 
only calls for the facts, conclusions and 
recommendations as to utility holding com- 
panies. However, it is believed that such 
holding companies and the elaborate and 
complicated systems disclosed in this in- 
vestigation either present or indicate the 
main types and salient features of holding 
company abuses and problems.” 


This is plain language and means that 
holding companies outside of the utility 
field are equally as elaborate and com- 
plicated and subject to the same abuses 
and problems as the holding companies 
in the public utility field. 

If this is not sufficient evidence to con- 
vince general industry that there is a 
concerted move afoot to disrupt and de- 
stroy the American form of transacting 
general business and that our industry 
was chosen as the forerunner of others 
only because it was more vulnerable to 
attack, I want to call your attention to 


the fact that the Wheeler Bill, Sec- 
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tion 30, Title I, page 90, provides as 
follows: 

“The Commission (Federal Power Com- 
mission) is authorized and directed to make 
a study of the functions and activities of 
investment trusts and investment companies, 
the corporate structures, and investment 
policies of such trusts and companies, the 
influence exerted by such trusts and com- 
panies upon companies in which they are 
interested, and the influence exerted by in- 
terests affiliated with the management of 
such trusts and companies upon their invest- 
ment policies, and to report the results of 
its study and its recommendations to the 
Congress on or before January 4, 1936.” 
This language resembles Senate Resolu- 
tion No. 83 and appears to be another 
battering ram to carry the “fight” from 
the utilities to the next industry to be 
selected by the “firing squad” for execu- 
tion. Let us hope, for the benefit of all, 
that that investigation is not referred to 
the Federal Trade Commission. 

In the chapter entitled ‘Conclusions 

and Recommendations” of its final re- 
port, the Commission makes the follow- 
ing statement: 
“Nevertheless, the use of words such as 
fraud, deceit, misrepresentation, dishonesty, 
breach of trust and oppression are the only 
suitable terms to apply if one seeks to form 
an ethical judgment on many practices which 
have taken sums beyond calculation from 
the rate paying and investing public.” 

I am unable to find more suitable 
words than these of the Commission— 
fraud, deceit, misrepresentation, dis- 
honesty, breach of trust and oppression 
—and I adopt them and apply them in 
characterizing the investigation by and 
the “findings” of the Federal Trade 


Commission. 


The Institute’s Third 
Convention 
(Continued from page 178) 


cussion), and the report of the Prize 
Awards Committee by Mr. Frank W. 
Smith, Chairman of the Committee. 
Mr. Guild told of the remarkable sales 
work of his organization, Mr. Funk dis- 
cussed the effect of service standards on 
system design, while Mr. Penn’s subject 
was the modernization of existing plants. 
The other papers and addresses pre- 
sented at the Convention are published 
in full in this issue. They include those 
by President McCarter, Managing Di- 
rector Weadock, Messrs. Frank Mc- 
Laughlin, Merle Thorpe, Frank A. 
Newton for the Rate Research Com- 
mittee, H. W. Fuller, Ezra B. Whit- 
man, Hudson W. Reed, George M. 
Gadsby and J. G. Holtzclaw. 
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Rate Making By The I’ VA 


By Major Ezra B. Whitman 


W hitman, Requardt and Smith, Baltimore, Md. 


An address before the Fourth General Session of the Third Annual Convention of the 
Edison Electric Institute, Atlantic City, N. J., Jume 5th, 1935 


T the beginning, I want to make 
it perfectly plain that 1 am an 
advocate of the development of 

the drainage areas of our rivers so as to 
secure the greatest benefit to all the 
people by the full utilization of the 
waters of a river for every purpose. I 
was employed in three different cases 
which came before the Supreme Court 
of the United States, which involved 
the use of the waters of three large 
drainage areas. The first case was in 
connection with the waters flowing from 
the Great Lakes in the Lake Lowering 
Controversy, where the Sanitary Drain- 
age Commission of Chicago was divert- 
ing the waters for sanitary purposes for 
the disposal of its sewage. The second 
case was that of the Connecticut River 
for water supply purposes. The third 
case was that of the diversion of water 
from the Delaware River by the city 
of New York for water supply purposes. 
I mention these cases merely to show 
that I have had some experience in 
studying the economic uses of the waters 
of large drainage areas. 

In the Chicago case, 1 studied the 
relative value of hydro power developed 
by the diverted waters in the valley of 
the Illinois River as compared with 
hydro development by the same quantity 
of water at Niagara and along the St. 
Lawrence River. 

In connection with the Connecticut 
River, the diversion of water by the city 
of Boston, for water supply purposes, 
reduced the value of the water power 
development at Windsor Locks, in the 
state of Connecticut, and the Master in 
this case allowed the damages in connec- 
tion with this power development as the 
only real damages which had been clearly 
demonstrated in the case of the state of 
Connecticut against the state of Massa- 
chusetts. 


Along the Delaware River, the city 
of New York, in order to increase its 
water supply, proposed to divert 600 
million gallons of water a day from the 
Delaware River, and a Tri-State Com- 
pact between New York, New Jersey 
and Pennsylvania contemplated the still 
further diversion of 900 million gallons 
a day by the state of Penns:;lvania and 
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600 million gallons a day by the state of 
New Jersey. All of these diversions 
were for water supply purposes only and 
little consideration was given to the 
other possible uses of this water along 
the reaches of the Delaware and its 
branches. The state of New Jersey con- 
tended that this water not only should 
be used for water supply purposes, but 
also for navigation, water power, sani- 
tation, water supply, recreation, oyster 
culture and agriculture. 

The present Administration, particu- 


‘ larly those who are running the TVA, 


talk and act as though they were the 
ones who discovered the possibilities of 
the complete development of the waters 
of the drainage areas of our large rivers, 
and that there was no virtue in anyone 
until they came into power. Even the 
work of the corps of engineers of the 
Army has come under the criticism of 
such an eminent engineering authority 
as Mr. Lilienthal. That the necessity 
was previously recognized for a careful 
study of the uses and the development 
of our streams, so as to yield the maxi- 
mum economic use of their waters, is 
shown by the following quotation from 
a speech of Herbert Hoover on Aug. 11, 
1928, which reads as follows: 


“Moreover, the time has arrived when 
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we must undertake a larger visioned de- 
velopment of our water resources. Every 
drop which runs to the sea without vield- 
ing its full economic service is a waste. 

“Nearly all of our greater drainages con- 
tain within themselves possibilities of 
cheapened transportation, irrigation, recla- 
mation, domestic water supply, hydro-electric 
power and frequently the necessities of Hood 
control. But this development of our waters 
requires more definite national policies in 
the systematic coordination of those dif- 
ferent works upon each drainage area. We 
have wasted scores of millions by projects 
undertaken not as a part of a whole, but 
as the consequence of purely local demands.” 


Following this statement, the corps 
of engineers of the Army started a sys- 
tematic study of the possible economic 
development of a number of our prin- 
cipal rivers and, in addition to the Ten- 
nessee River, I have personally made use 
of the information their studies have 
made available on the Potomac, Dela- 
ware, Monongahela, Allegheny, Kana- 
wha and Youghiogheny River water 
sheds. Economic studies of the possible 
uses of the waters of our rivers began 
back in the time of George Washington 
and there have been many reports on 
this subject made during the last hun- 
dred years. The subject is about as old 
as our country and is not a new dis- 
covery since the New Deal. 


Now with regard to rate making, | 
have had some experience in these mat- 
ters both from the point of view of the 
public, when I was a member of the 
Maryland Public Service Commission 
for six and one-half years; and _ also, 
for two years when I had charge of the 
making of rates for one of the “iniqui- 
tous” holding companies. The TVA, 
in its rate making, has introduced a 
number of new and novel ideas, many 
of which are entirely contrary to deci- 
sions by our Federal and Supreme 
Courts. 

The first time the TVA rates were 
challenged was in the case before the 
Tennessee Public Service Commission 
at Nashville last October. In this case, 
the Tennessee Valley Authority sub- 
mitted a one-page exhibit showing their 
method of arriving at their announced 
rates where domestic consumers were to 
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be charged 3c. for the first 50 kwhr, 
2c. for the next 150 kwhr, Ic. for the 
next 200, and all over 400 kwhr at 
4+ mills. 

In the Tennessee Valley Authority 
press release of Sept. 14, 1933, when 
the rates were announced, the statement 
was made that the rates had been for- 
mulated after weeks of careful study, 
and on Sept. 15 it was further an- 
nounced that the rates “‘are based on the 
Board’s policy that Muscle Shoals shall 
be entirely self-supporting and bankable ; 
in other words, a business enterprise. 
The computations are based on the best 
available data and weeks of close study 
and analysis, and have been subjected to 
the criticism of recognized rate experts. 
The figures show that all costs of ser- 
vice are included and, in addition, pro- 
vision has been made for items of cost 
not actually incurred, such as taxes and 
interest, but which were nevertheless 
included in order to make fair compari- 
son with privately operated utilities for 
yardstick purposes.” 

Now let us see just how these yard- 
stick rates were made. In the case be- 
fore the Tennessee Public Service Com- 
mission, the data in Table I were pre- 
sented in evidence as the justification of 
the rates previously given. 

In the case before'the Alabama Public 
Service Commission, the basis for the 
rates was entirely changed and the in- 
formation shown in Table II (Table 
II begins on next page) was given by 
Mr. Llewellyn Evans, chief electrical 
engineer of TVA, as the basis for their 
rates. 

In the first releases given out by the 
TVA, the price at which power was to 
be sold at wholesale to municipalities 
was quoted as $22.50 a hp. year. With 
the low load factors prevailing in some 
of the smaller towns, this made the price 
too high for the towns to pay and the 
rate was changed to a demand and en- 
ergy basis as shown in Table III. 

Table IV shows how much the 
Tupelo wholesale rate would reduce 
the cost of power to a municipality pur- 
chasing 2000 kw. of power at varying 
load factors. 

If the computations at Madison were 
based upon “‘weeks of close study and 
analysis . . . subjected to the criticism 
of recognized rate experts” and caused 
the Authority to conclude that $22.50 
per horsepower per year was a fair, rea- 
sonable, and “strikingly low” rate, it is 
difficult to see the justification for the 
Tupelo rate, which is lower by from 23 
per cent to 53 per cent, as shown by 
Table IV. 
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TABLE | 
PRELIMINARY Cost CoMPUTATIONS (INTRA-DEPARTMENTAL) 





1. VALUATION: 
(a) Wilson Dam Power Plant..... er eT ee $24,375,000 
(b) Nitrate Plant No. 2 Steam Plant ied cs aa aa 4,800,000 
(c) Other buildings, fixtures and grounds 500,000 


$29,675,000 
Say $30,000,000 
2. Fixep CHARGES: 


(a) Interest at 3% per cent... Fe ayes $ 1,050,000 
(b) Res. for taxes (Retirement of Capital) .. 233,000 
a ee 5 Sw © (hj Wis Ndi dr Kn SR es awe Ow 200,000 
(d) Gross earnings state taxes.............. Sree eae nes 150,000 


$ 1,633,000 
3. OTHER CHARGES: 








(a) Operation and Maintenance—hydro. . : pear rere es $ 150,000 

Cp NNER MU NUON goa scsicic ss len cnc binds awaeecewsoe seis 100,000 

(c) Steam plant, added expense running... 100,000 

(d) Total generation cost . $ 1,983,000 

(e) Say $2,000,000 

(f) or 2.67 mills per kwhr at average of 

750,000,000 kwhr per year at Bus Bar 

(g) Nitrate Plant—320,000,000 @ .1c. 

(h) $1,700,000 for firm power output of 

(i) 430,000,000 or 3.95 mills per kwhr 

+. TRANSMISSION : 

(a) $50.00 per kw. 

(b) Interest and redemption 7 Bing SiaeteAeete acne 4.3% 

(c) ee a ee eer cgi Seam per at ae ee careen 3.5% 
7.8% 

(d) Or $3.90 per kw. per year 

(¢) Gperation and Maintenance............ 0. ..scccsns -.. $ 100,000 

(2) “Gee S5C000 C00 Kwier.. <2... cccss oe ; .67 mill 


(g) or $2.68 per kw. per year 

(h) $6.58 per kw. Total—based on 4,000 hrs. 

(i) Plant cost $8.70 per kw. (based on 195,000 kw.) 
(j) Transmission $6.60 








(k) $15.30 per kw. 

(1) Based on 100,000 kw.: 

(m) Transmission $6.60 (based on 100,000 kw.) 
(n) Generation 17.00 

(o) $23.60 per kw. year 








(For Table II see next page) 
Tas-e IIT 





Demand Charge: 90c per kw per month (60 minute interval) plus an 
Energy Charge: First 100,000 kwhr per month @ 4 mills per kwhr 


Next 200,000 ” 2 ba @ 3 “ “ “ 
Next 700,000 “ as “ @25 “ “ “ 
Over 1,000,000 “ ss “ @ 2 “ “ “ 


Minimum Bill: The Monthly demand charge, but not less than 60 per cent of the previous 
twelve months’ high demand. 

Adjustments: Provisions made for disregarding the demands caused by space heating from 
October 15 to April 15. 

















Tasie LV 

AVERAGE RATE IN MILLs PER KwuHr — 

30-Day Reduction————_, 
Load Factor Sept. 1933 Rate Tupelo Rate* Amount Per Cent 

10% 34.72 16.20 18.52 53 
20% 17.36 9.10 8.26 53 
30% 11.57 7.24 4.33 37 
40% 8.68 6.07 2.61 30 
50% 6.94 5.35 1.59 23 


*Neglecting difference in demand computations. 
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STATEMENT OF EXPENSE AND INcCoME—WILSON DAM POWER PROPERTIES 
Llewellyn Evans Report—-Exhibit 76 
I, VALUATION: 
A. Wilson Dam Hydro Power Plant: 
Rating 184,000 kw. at 0.8 power factor. Present turbine 
capacity, 4—30,000 hp. units and 4—35,000 hp. units. 
Total 260,000 hp. 
Present value is arrived at by allocating to power the full 
value of the Power House section of the Dam, including its 
machinery and the step-up sub-station. 
Likewise to navigation has been allocated the full cost of 
the Lock section of the Dam. 
The Spillway section, joining the Power House and the 
Locks, and the land for the reservoir are divided equally 
between Power and Navigation. 
The historic cost has been used for all items except the 
excavation and concrete, where prices based on results at 
Norris have been applied to the historic quantities. 
The resulting values have been depreciated in a straight 
line for seven years out of fifty years of life for permanent 
structures, and seven years out of twenty-five years for 
machinery and superstructures. 
The resulting present value for Wilson Dam Hydro 
I oa hase cats cate Ras MRR eS . $19,528,806.00 
B. Steam Plant At Whee Bian ‘(Sheffield Seen Plant): 
Having normal capacity of 60,000 kw., is given a new value 
by applying a price of $80.00 a kw. new, and to compute 
the present value it was depreciated for fifteen years out of 
twenty-five years, expected life, making present value 1,920,000.00 
II. Fixep CHARGEs: 
A.  Depbreciation or Retirement: 
Annual Cost 
1. Present value of hydro structures and 
land, $13,069,793, to be retired in 43 years, 
(sinking fund method at 3% per cent 
interest rate, .010486) . . $137,087.00 
2. Present value of Hydro machinery and 
superstructures, including step-up trans- 
former station, $6,449,013.00, retired in 18 
years (sinking fund method at 3% per 
cent interest, rate .04082)....... 263,249.00 
3. Present value of steam plant, $1,920, 000. 00 
to be retired m ten years (sinking fund 
method at 3% per cent interest, rate .08524) 163,661.00 
4. Total Depreciation or Retirement Cost $563,997.00 
B. Interest: 
1. In computing interest, the rate of 3% per 
cent, corresponding to the maximum bond 
interest rate set out in Section 15 of the Ten- 
nessee Valley Authority Act, is used. Wil- 
son Dam Hydro Power Plant, $19,528,- 
806.00 at 3% per cent be 683,508.00 
2. Steam Plant at Wilson Dam, $1, 920, 000. 00 
at 34% per cent 67,200.00 
3. Total Interest Cost $750,708.00 
C. Tax Equivalent: 
In setting up a tax equivalent, a rate ap- 
proximating 121%4 per cent of the revenue 
which would offset the production expense 
has been applied. The resulting sum to 
cover all forms of taxes, including the 5 
per cent gross earnings tax mentioned in 
the Tennessee Valley Authority Act. (The 
tax on transmission lines is included in trans- 
mission costs set up below) 240,000.00 240,000.00 
III. OperRaATING CHARGES: 


A. Operation: 


1. Operation and maintenance of Wilson 
Dam Hydro Plant, providing about 
$70,000.00 for operating labor, $30,000.00 


(Continued on next page) 
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The municipalities could not buy 
power at $22.50 per horsepower year 
and resell it, without substantial losses, 
at the low domestic and other rates pre- 
scribed by TVA. If municipal owner- 
ship could not succeed—if the “yard- 
stick” for domestic rates could not be 
proved—something had to be done about 
it. So the power rate to municipalities 
was slashed. To be sure that it would 
be low enough to permit the municipali- 
ties to substitute electricity for coal for 
house heating, the Tupelo rate disre- 
gards entirely the winter demands for 
heating, fixes only 60 per cent of the 
previous twelve months’ high demand as 
a basis for minimum payment, and ex- 
tends the interval for measuring the 
demand from 30 to 60 minutes. 

To return to the bases given out for 
rate-making purposes in both the Ten- 
nessee case and the Alabama case, I will 
take up the different items presented by 
TVA. 

1. VALUATION 
(a) The Wilson Dam Hydro Plant: 


The Wilson Dam power plant was 
valued in the Tennessee case by the 
TVA at $24,375,000. In the Alabama 
case, this was reduced to $19,328,806. 
The actual cost of the Wilson Dam 
power plant as given by the TVA in 
the Alabama case was $46,950,748. In 
arriving at the value of $24,375,000 in 
the Tennessee case, the TVA said that 
the installed capacity was 195,000 kw. 
( The actual installed capacity was really 
184,000 kw.) They placed a value, 
pulled out of the air, of $125 per kilo- 
watt of installed capacity, although they 
had available to them the full and com- 
plete costs of this work with all the unit 
quantities that entered into the construc- 
tion of this project. And this was after 
weeks of careful study in order to de- 
termine a proper rate base, without 
which, of course, it is impossible to make 
rates. So, after weeks of careful study, 
the TVA experts arrived at the value of 
the plant by the very simple method of 
assuming that the installed generating 
capacity would be worth $125 a kilo- 
watt. As a matter of fact, the plant ac- 
tually cost over $250 per kilowatt of 
installed capacity. 

A study of the cost of a number of 
other hydro power projects built by 
other companies showed that six dams 
on the Coosa and Tallapoosa Rivers, 
with an installed capacity of 398,000 
kw., cost $160 per kilowatt of installed 
capacity. Reports to the Federal Power 
Commission as to the Bartlett’s Ferry 
plant on the Chattahoochie River, where 
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STATEMENT OF EXPENSE AND INCOME—WILSON DAM POWER PROPERTIES 





IV. 
¥. 


vi, 
VII. 


VIII. 


TotraL Cost oF GENERATION 


for maintenance and $50,000.00 for super- 
vision and engineering, and general ex- 
penses; among which was $24,000.00 for 
mosquito control on the reservoir, as 
shown on the books for the year ending 
a S| ae 

2. For Steam Plant Operation ond Mein 
tenance, when not running but providing 
for its operation and maintenance as a 
stand-by 

3. Estimated actual operation three months 
at $10,000.00 a month................. 

4+. Steam Power Fuel for the average 
generation of 30,000,000 kwhr at .002 per 
iti Gea AG SEES A a rc ae 

5. Expense for rental of non-operating build- 
ings, fixtures and grounds... é 


6. Total Operation Expense...... 


General Administrative Expense: 
Arbitrarily estimated at 15 per cent of the 
above operating expense .. 


New Business and Development edinasiie 
Providing for extensive wholesale promotion, 
but no retail 


150,000.00 


50,000.00 


30,000.00 


60,000.00 


10,000.00 


45,000.00 


60,000.00 


$300,000.00 


45,000.00 


60,000.00 


$1,959,705.00 


Crepir For REVENUE From THE SALE oF SECONDARY Hypro Power: 


Net Cost GENERATED POWER 


In this statement Wilson Hydro Plant is con- 
servatively given a firm power rating of 
45,000 kw., which, with the 60,000 kw. Steam 
Plant makes a saleable firm capacity of 
105,000 kw., which will generate with a prac- 
tical certainty over a period of years 500,000,- 
000 kwhr as firm power, load factor 50 
per cent. In addition to which there is over 
780,000,000 kwhr of water power which 
will go down the river and be wasted unless 
sold at a cheap price. We are estimating 
that part of this can be sold and credited the 
cost of generation as follows: 

320,000,000 kwhr @ $ .001 

80,000,000 kwhr @ = .0015 


Total credit for Secondary Sales 


TRANSMISSION Cost: 


A. 


B. 


C. 


The value of the transmission system, pro- 
posed to distribute this power wholesale, con- 
sists of the lines and stations already ac- 
quired in Mississippi; those proposed to be 
purchased in North Alabama, together with 
some 400 miles of new lines and nine new 
substations, having a present value altogether 
amounting to $5,000,000.00. 

Fixed Charges: 

The fixed charges for the transmission system 
allowing 3% per cent interest, 25 year retire- 
ment rate of .92567, tax equivalent of 1.5 
per cent are 


Operation and Maintenance of Transmission 
System 


Total Annual Transmission Cost. .... 


Totat Cost oF DELIVERED Power..... 


A. 


Estimated Revenue: 

Revenue to be derived from the sale of the 
output of the Wilson properties when loaded 
to 105,000 kw. is here computed by figuring 
bills of an assumed list of fifty-seven whole- 
sale customers whose billable demand 


320,000.00 ( red) 


120,000.00 ( red) 


$378,350.00 


145,000.00 


(Continued on next page) 


440,000.00 (red) 


$1,519,705.00 


$523,350.00 


$2,043,055.00 
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a 45,000-kw. plant was constructed, 
show a cost of $190 per kilowatt. 

The testimony of Dr. Morgan before 
the House Committee, after charging 
$8,000,000 of the cost of Norris Dam to 
flood prevention and $5,333,000 of the 
cost of Wheeler Dam to navigation, 
with a total installed capacity of 368,000 
kw., as testified by Dr. Morgan, the 
cost for the production of power alone 
of these hydro projects would be $160 
per kilowatt of installed capacity. With 
no reduction for flood prevention and 
navigation, the cost would be $196. 

In the Alabama case, an entirely new 
valuation of Wilson Dam and power 
house, of $19,528,806, was reached. The 
total cost of the dam, as already stated, 
was $46,950,748. In the Alabama case, 
$14,273,444 were allocated to national 
defense, $13,148,498 were allocated to 
navigation. 

TVA made a so-called reproduction 
cost estimate at present-day prices of 
Wilson Dam and power house. ‘The 
machinery and mechanical equipment, 
which were probably purchased and in- 
stalled about 1925, were valued for re- 
production purposes at the present time 
at their original cost. Our firm, for 
the past three years, has been making 
studies of the relative values of electrical 
construction of all kinds from 1911 to 
date. The indexes prepared in our 
“Public Utility Construction Cost In- 
dex” show that the prices in 1934 for 
the mechanical equipment were slightly 
higher than they were in the years from 
1924 to 1926. 

In Mr. Lilienthal’s recent testimony 
before the Committee on Interstate and 
Foreign Commerce of the House of Rep- 
resentatives, on April 4, 1935, he testi- 
fied on page 1986: “The dam was begun 
under National Defense Act as a war- 
time measure. It was not constructed 
under anything like normal conditions 
any more than any other war-time proj- 
ects were.” | happen to have been 
connected with quite a bit of war-time 
construction, first, as assistant to the 
construction officer of the construction 
division in building the sixteen original 
cantonments. Later, I was sent to Camp 
Meade as utility officer and constructing 
quartermaster and carried out, under my 
own supervision, over $2,000,000 of con- 
struction work. The Wilson Dam was 
begun in 1918 and at the end of that 
year $3,242,841 were reported as ex- 
pended with another $1,238,000 ex- 
pended during 1919, a year after the 
war was concluded. Approximately 
$42,500,000 were spent from 1920 
through 1928, 


the major part of the 
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Taste [1—(Concluded) 


STATEMENT OF EXPENSE AND INCOME—WILSON DAM Power PROPERTIES 


knows that it is impossible to compare 
the costs of concrete work without care- 
ful analyses of all the costs that enter 
‘ into the construction of such concrete 





amounts to a total of 125,000 kw. as follows: 


10 Loads of 300 Kw. Demand ‘ ; 

20 “« “« 5090 « and this certainly was not done by the 
10 “ “ 4000 « “ TVA engineers. 

e 3,000 “ . Concrete work may cost anywhere 
r x : A i from $6 a cubic yard to $100 a cubic 
: vi cies & «s yard. The only way to make a com- 


parison of costs of concrete work is to 


The kwhr billed monthly and annually to- : 
know not only the cost of materials, but 


gether with the revenue monthly and annually, 
using Tennessee Valley Authority wholesale 








schedules and a customer 
forty per cent are as follows: 


Average kwhr 
Revenue from firm power sales 


The unassigned excess of Revenue over the Cost of Power is 


load factor of 


Monthly Annually 
30,500,000 438,000,000 
$208,284.00 


$2,499,408.00 $2,499,408.00 


$456,353.00 








construction work being completed in 
1927. Yet this work, carried out and 
finished almost ten years after the war, 
is compared to the hurly-burly rush con- 
struction which went on during the war. 
The only excuse for Mr. Lilienthal’s 
making such a comparison is that he 
was too young at the time of the war 
and had absolutely no experience with 
war construction, so does not know what 
he is talking about when he compares 
the construction of the Wilson Dam 
with war-time construction work. 

With regard to excavation and con- 
crete costs, the TVA made an estimate 
of present-day costs which they claim 
was based on the costs of similar work 
being done at Norris and Joe Wheeler 
Dams. The earth excavation at Wilson 
Dam actually cost $1.27 per cubic yard. 
The TVA figured that they could re- 
produce this work at a cost of 40c. The 
rock excavation at Wilson Dam actually 
cost $8.66 a cubic yard. The TVA es- 
timated that this work could now be 
done at $2.50 a yard. Their witnesses 
claimed that these costs for earth and 
rock excavation, which were less than 
one-third of the actual cost of Wilson 
Dam, were what was actually being ex- 
perienced by the TVA at Norris and 
Wheeler Dams. 

The conditions at these three dams 
are in no way comparable, and anyone 
familiar with construction work required 
in building dams would readily appre- 
ciate why the Wilson Dam excavation 
would cost more than at either of these 
other two locations. At the Norris 
Dam the Clinch River is only a few 
hundred feet wide and most of the ex- 
cavation was side-hill excavation in the 
dry. At Wilson Dam almost the entire 
dam of over 5000 ft. in length was 
built in cofferdams in the bed of the 
Tennessee River. While it is true that 


the Joe Wheeler Dam was also built 
in the bed of the river, yet at this dam 
the construction is entirely in slack 
water provided by the pool made by 
Wilson Dam. At Wilson Dam the 
water was shoal and flowed past the 
construction work at comparatively high 
velocity and at times of flood at a very 
high velocity. The construction meth- 
ods which are being used at Joe Wheeler 
Dam could not possibly have been used 
at Wilson Dam, yet the cost of doing 
this excavation at Wilson Dam was re- 
duced by the TVA engineers to one- 
third of what it actually did cost. 

In a similar manner, the estimated re- 
production cost of concrete at Wilson 
Dam was also greatly reduced. To cite 
only one example where concrete in the 
power house at Wilson Dam cost $42 
a yard, the TVA engineers have esti- 
mated that this same concrete could be 
reproduced at $14 per yard. When 
asked if any power-house concrete had 
been placed at Joe Wheeler and Norris 
Dams, the TVA witness stated that the 
power-house construction at these dams 
was well under way. Several weeks 
later I visited both of these dams and 
the only power-house concrete that had 
been placed at Joe Wheeler Dam was a 
flooring placed on rock, while at Norris 
Dam the only power-house construction 
was a very heavy wall about three feet 
thick at the top and over twenty feet 
thick at the bottom. There was no 
work at either of these dams which was 
in the slightest way comparable with the 
power-house construction at Wilson 
Dam. None of the difficult form work 
of the conduits leading to and from the 
turbines had been done and there was 
no building work of any kind at either 
dam similar to the power-house building 
at Wilson Dam. Any engineer who is 
familiar with concrete construction work 


to make an analysis of the concrete 
which has been or is to be constructed 
and find out what are the costs of mix- 
ing, placing, form work and finishing. 
The form work is the most variable 
cost, although the placing of concrete in 
thin sections is much more expensive 
than placing it en masse. “The compara- 
tive prices used by the TVA are either 
the result of ignorance or unfairness in 
making such comparisons. 

After greatly reducing the present- 
day reproduction costs of the dam and 
power house, the T'VA engineers then 
allocated one-half of the spillway and 
lands to navigation and the total cost of 
the lock structure. All the costs of 
roadways and money spent on_ the 
grounds around the plant were charged 
to national defense, including the bridge 
over the dam. This bridge, with its 
lighting arrangements, cost $2,170,000 
and is used to operate the gates both at 
the power-house section and along the 
spillway section, and a Gantry crane 
for this purpose travels along this bridge ; 
yet every dollar of the cost of this work 
was allocated to national defense. This 
bridge would undoubtedly have been 
built by a private company for power 
purposes regardless of any requirements 
for national defense. 

Then, after greatly reducing the cost 
of the dam by these methods, the life 
of the dam and lands was assumed to be 
fifty years and, with seven years of this 
life having been spent, the present-day 
value was reduced by 14 per cent. I 
have two volumes of studies on the de- 
preciation of hydroelectric plants, one of 
90 pages and the other of 65 pages, 
where studies have been made of most 
of the important hydroelectric installa- 
tions throughout the country, and, after 
this careful and thorough study, the land 
and the mass concrete in the dam, with 
the project excavation and fill, are 
looked upon as non-depreciable, and the 
shortest life of any of the elements, ex- 
cluding the machinery, was estimated at 
forty years, while many of the elements 
had a life of one hundred years to an 
indefinite period. A full discussion of 
the proper depreciation to be charged 
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against a hydroelectric plant would re- 
quire more time than | have to give to 
this whole paper. 

While the machinery was allowed to 
go in at its original cost, its life was as- 
sumed to be 25 years and seven years of 
this life having been expended, the total 
mechanical equipment was depreciated 
by 28 per cent. A careful study of the 
older hydroelectric plants built through- 
out the country, with proper allowance 
being made for the tremendous improve- 
ments which have been made in the con- 
struction of both hydro turbines and 
generators, would indicate that the life 
of the turbines and their accessory parts, 
installed during the past 10 years, would 
have a composite life of at least 50 years, 
just twice that estimated by the engi- 
neers of the TVA without making any 
studies to justify their 25-year life. 


The first large water turbines and 
generators were put in at the beginning 
of the century. In 1900 the overall 
efficiency of a hydro generating unit was 
about 70 per cent. By 1910 this effi- 
ciency had increased to 82 per cent. By 
1920 to 87 per cent and by 1930 to 92 
per cent. Therefore, the question of 
obsolescence, due to increased efficiency 
of more modern machinery, enters very 
little into the hydro turbines and gen- 
erators which have been installed in the 
past 10 years. No one expects to secure 
100 per cent efficiency, so, while in 1900 
there was a margin of 30 per cent open 
for improvement, this margin has been 
reduced in the more modern turbines to 
8 per cent and no one expects to see this 
increased by more than a few per cent. 


(b) Nitrate Plant No. 
Plant: 


The steam plant at Nitrate Plant No. 
2, for the generation of electric power, 
was constructed during the war at a 
cost of $12,326,392. It is a 60,000-kw. 
plant, comprised of three separate ma- 
chines of equal capacity, one of them a 
high-pressure machine and two of them 
low-pressure turbines. In the Tennes- 
see case, the TVA engineers valued this 
plant at $4,800,000. In the Alabama 
case, they valued it at $1,920,000. They 
did not attempt to obtain a reproduction 
cost new of this plant, but substituted 
a modern steam turbine plant which they 
claimed could be built for $80 a kilo- 
watt of installed capacity. At the time 
that this testimony was given I had not 
visited this plant, but a later inspection 
showed that this plant was constructed 
in a building large enough to house the 
equipment for twice this capacity and 
the condensing water intake and tunnels 
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were made big enough for this double 
capacity. The turbine room is spacious 
enough to house at least two more mod- 
ern machines of at least 60,000-kw. ca- 
pacity, and the boiler-room housing was 
also capable of very large expansion. 
While it might have been possible, in 
the low prices of 1932 and 1933, to have 
built a modern steam turbine plant for 
$80 a kilowatt, where no provisions 
were made for future expansion, yet | 
am positive that it would not have been 
possible to have reproduced the existing 
plant at anywhere near the price of 
$4,800,000. 

In all my experience on the Maryland 
Public Service Commission and in the 
valuation work which I have done for 
public service commissions, municipali- 
ties, electric, gas, water and street rail- 
way and industrial plants, having an 
aggregate value of well over a billion 
dollars, I have never attempted, in ar- 
riving at a reproduction cost, to value 
a substitute plant. All the court deci- 
sions of which I know prohibit the valu- 
ing of a substitute plant or equipment 
for that actually used and useful in the 
public service. Should a company at- 
tempt to value a substitute plant at a 
higher price than the one that was being 
valued, we all know what would happen 
to such a valuation, yet the TVA engi- 
neers did not hesitate to substitute a 
modern up-to-date plant of equal capac- 
ity, as far as the machinery was con- 
cerned, for an entirely different plant 
and one that would have cost to repro- 
duce a great deal more than such substi- 
tute plant. Not only did the TVA en- 
gineers value this steam plant on the 
basis of a substitute plant, but they then 
depreciated this small value by 60 per 
cent, assuming the life of this plant to 
be 25 years and that 15 years of this 
life had been expended, regardless of 
its present condition or the conditions 
under which it will be operated. 

The use of the straight-line theory 
in arriving at accrued depreciation has 
been condemned in a number of court 
decisions, among them the Indianapolis 
water case before the Supreme Court, 
and I know of no decision by any Fed- 
eral court where the straight-line theory 
of depreciation has been upheld, al- 
though there are numerous decisions 
stating that depreciation must be arrived 
at by those who are capable of deter- 
mining its present condition and _ use- 
fulness. 

It is true that this plant would cost 
more to operate than a modern, up-to- 
date plant of similar capacity. I have 
made an estimate of the additional cost 
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of such operation which would be 
$40,000 per year. This additional cost 
of $40,000 per year, capitalized at 314 
per cent, would only amount to $1,140,- 
000 and this is the amount of deprecia- 
tion which I estimate should be placed 
upon this plant. As a standby plant for 
the hydro units, this plant will probably 
be kept in service for at least 25 years 
longer before it would pay to replace 
it with a modern plant. Anyone at all 
familiar with the operation of standby 
plants to supplement hydro service knows 
that it is not economical to scrap older 
steam plants and build new ones to re- 
place them, although the cost of generat- 
ing the current in such a standby plant 
might be much greater than would be 
the cost of generating current in the new 
plant. 


(c) Other Buildings, 


Grounds: 


Fixtures and 


In the Tennessee case, the TVA en- 
gineers estimated the value of other 
buildings, fixtures and grounds used 
and useful in connection with the hydro 
plant at Wilson Dam at $500,000. In 
the Alabama case, no value at all was 
given to this item, although they did 
put in an item for the expense of rental 
of non-operating buildings, fixtures and 
grounds of $10,000, which would be 2 
per cent for maintenance, operation, de- 
preciation and interest on the value of 
these elements as valued by the TVA in 
the Tennessee case. 

There is no reason that | know of why 
the reproduction costs of the buildings 
and grounds that are required in con- 
nection with the hydro operations should 
not be determined and put in the rate 
base. Certainly, no regulatory body 
would permit a company to include any 
figure for this item unless the company 
owning this property could give an es- 
timate of its reproduction cost and value 
and the cost of maintaining and operat- 
ing these properties. Yet the TVA, 
after weeks of careful study, did not’see 
fit to even attempt to determine the value 
of such properties. Every private utility 
company which has built a hydroelectric 
plant knows that a very considerable 
amount of money must be spent for the 
other buildings, fixtures and grounds 
that are required in addition to the ac- 
tual hydroelectric plant itself. This is 
not only true of hydroelectric plants, 
but is also true of large steam plants. 


2. INTEREST CHARGES 
(a) Interest: 


The TVA announced that they would 
pay interest in order to make a fair 
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comparison with privately operated utili- 
ties for yardstick purposes, but the inter- 
est rate which they charged against the 
greatly depreciated rate base is 314 per 
cent. The 1932 United States Depart- 
ment of Commerce census of the Central 
Electric Lighting and Power Stations 
gives a rate of interest of 5.3 per cent 
for privately operated utilities in the 
United States in connection with their 
funded debt. The ratio of funded debt 
to total capitalization of the electric 
companies is about 50 per cent, so that 
private companies have had to raise one- 
half of their capitalization by the sale 
of preferred and common stock. I do 
not need to tell you gentlemen that it 
costs more to finance stock of any kind 
than it does funded debt and that an 
average rate of interest of 6 per cent 
would probably be lower than the actual 
cost of money which has been raised by 
private electric utilities in developing 
their properties. I also feel sure that 
at the present time utilities would have 
to pay more than 6 per cent in order to 
raise money for expanding their plants, 
yet the TVA authorities maintain that 
a 3% per cent rate of interest is per- 
fectly fair as a yardstick for measuring 
what the private utilities should do. 


(b) Reserve for Taxes (Retirement of 
Capital) : 


Now let us see what TVA rate ex- 
perts do with regard to their taxes which 
they charge so as to make a fair yard- 
stick for private utilities. Under the 
TVA act the Government must pay the 
states 5 per cent of the gross revenues 
from the sale of electric power by TVA. 
In the first place, in figuring their gross 
income, the TVA figure an income of 
$2,500,000 from the sale of firm power. 
They also figure that current used by 
their fertilizer plants would be worth 
$320,000 a year and in the Alabama 
case, they discovered another customer, 
undisclosed, from whom they would re- 
ceive $120,000 a year for the sale of 
secondary power, making a total value 
of secondary power generated at Muscle 
Shoals of $440,000 a year. 

In order to be fair, the TVA states 
that the taxes during 1932 for privately 
operated utilities averaged nationally 
12% per cent of the gross receipts of 
the private utility companies. There- 
fore, they proposed to make a charge of 
12% per cent of their gross receipts for 
the sale of firm power, but no charge 
at all for their receipts from the sale 
of secondary power. Of this 12% per 
cent which they propose to charge into 
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the rates, 5 per cent of it will be actually 
paid out, but the other 714 per cent, 
which is 60 per cent of their taxes, will 
supposedly be used to retire their capital. 
If the private utilities could take 60 pex 
cent of the amount which they pay in 
taxes and use it to retire their capital, 
they too would soon be able to reduce 
their rates. Yet there is nothing in the 
TVA act requiring the setting apart of 
the 7% per cent for retirement of capi- 
tal and there is little reason to believe 
that it will be so used. If it is col- 
lected in the rates, it is my belief that 
it will be used to take care of deficits 
rather than retire capital. 

In Mr. Lilienthal’s testimony before 
the Committee on Interstate and For- 
eign Commerce, on page 1988, he makes 
the statement that the wholesale rates 
of the TVA will permit of paying back 
the $60,000,000 spent for Wilson Dam 
and the steam plants as follows: 

“The Tennessee Valley Authority is in a 
position on the basis of its present wholesale 
rates to repay in to the Treasury of the 
United States not only the present value of 
Wilson Dam for power purposes, which we 
believe to be in the neighborhood of $20,- 
000,000, but every penny that the Federal 
Government has invested in that property 
for power purposes at all, which is about 
$30,000,000. And further, in order that all 
of the argument may be voided and we can 
concentrate on really fundamental issues, the 
Authority is in a position on the basis of 
its present rates, to repay not only the 
actual investment for power which was 
excessive, because of the circumstances of 
construction, but to pay back to the people 
of the United States every penny that was 
invested in Wilson Dam for any and all 
purposes, at total of about $60,000,000. That 
figure includes the $12,000,000 steam plant. 
The excess of revenue over expenses, in- 
cluding interest and taxes, will permit this 
to be done out of current operations.” 

The only place on this continent 
where an electric system similar to that 
proposed by the TVA has been con- 
structed and operated is that of the 
Hydroelectric Power Commission of 
Ontario in Canada. What were their 
expectations regarding the retirement of 
capital and what progress have they 
made toward this end? 

In 1924, Mr. Judson King, in a 
statement before the Senate Committee 
on the completion of Muscle Shoals, 
in speaking of the Hydroelectric Power 
Commission of Ontario, Canada, stated 
“the rates are fixed so that the bonds 
will be paid in 30 years.” In 1928, in 
a pamphlet prepared by the Hydroelec- 
tric Power Commission of Ontario 
called “Its Origin, Administration and 
Achievements,” on page 9, the follow- 
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ing statement is made, “Ontario con- 
sumers can look forward to the time 
when the present plant will be clear of 
encumbrances and they will be relieved 
of the necessity of paying interest and 
sinking fund thereon, which together 
amount to 60 per cent of the total ex- 
penses of generation and transmission.” 
The 1933 report of the Commission 
shows capital investment of $285,003,- 
969 and outstanding debt of $264,246, 
753, or 93 per cent of the capital in- 
vestment. For the year 1933, the report 
showed a deficit of $4,236,607. In other 
words, 7 per cent of the capital invest- 
ment had been retired in approximately 
30 years of operation and during 1933 
over $4,000,000 of this retirement was 
wiped out by a deficit. Can the TVA, 
with its much lower rates than they 
have in Canada, succeed in wiping out 
a $60,000,000 debt for the construction 
of Wilson Dam and the steam plant as 
Mr. Lilienthal claimed before the House 
Committee? . 

Another feature of this tax situation 
is that this 124 per cent is charged only 
on the wholesale price of electricity, 
while, with the private companies, their 
12% per cent during 1932, which was 
nearer 15 per cent in 1934, is charged 
not only for wholesale current but also 
for retail current. The wholesale price 
of current is given by the TVA as about 
5.7 mills, while the average price of 
current, both wholesale and retail, by 
the private utilities, is from 3 to 5 times 
this amount. 


(c) Depreciation: 


The depreciation charged by the TVA 
in the Tennessee case was $200,000 a 
year on a valuation of $30,000,000, o1 
at the rate of about two-thirds of | 
per cent. In the Alabama case, they 
raised this depreciation to $563,997 
which was fairly close to the $607,000 
which I figured should be the proper 
charge. 

The TVA, however, in figuring their 
depreciation have used the sinking fund 
basis for arriving at this depreciation 
charge. Had this been used throughout 
the life of the plant then no accrued 
depreciation at all should have been 
charged against the existing plant. They 
use the straight-line method of deprecia- 
tion in arriving at present-day value and 
then in order to cut down their annual 
charges they go to the sinking fund 
method, and where the sinking fund 
method is employed no state regulatory 
body charges any accrued depreciation 
against the original cost of the plant. 
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3. OTHER CHARGES 


(a) Operation and Maintenance of a 
Hydro Plant: 


In regard to the operating and main- 
tenance costs of a hydro plant the TVA 
made the following announcement: “On 
these items we have experienced data on 
the Muscle Shoals plant. Economies 
and improvements will doubtless be 
made to cut down this figure, but no 
allowance in such economies has been 
made in the computations.” In another 
announcement they say that the “aver- 
age expenditure for the last seven or 
eight years to January, 1933, was $245,- 
000 annually.” After making these an- 
nouncements as the basis for establishing 
their rates, in both the Tennessee and 
the Alabama cases, they then proceed to 
reduce these costs of maintenance and 
operation to $150,000 per year and, in 
the Tennessee case, they give as a reason 
for this reduction, that the higher figure 
included substantial amounts charged to 
capital accounts, such as the complete 
overhaul of governors and supplying 
new parts for them, the recoating of the 
gates at the dam with hermastic enamel, 
and the expense of the operation of the 
village. They call these items capital 
charges, but I know of no private elec- 
tric company which would charge such 
items to capital account. In the Ala- 
bama case, they reduce the actual 
charges experienced from the $245,000 
announced to $211,415. It was shown 
that, according to their own figures, this 
was an error and that the annual cost 


should have been $232,000. 
(b) Overhead Including New Business: 


In the Tennessee case, these two 
items were combined and were given as 
$100,000. When it is considered that 
this item must cover all expenses out- 
side of maintenance and operation of the 
hydro plant, steam plant and transmis- 
sion lines, and that the TVA expects to 
sell $2,500,000 worth of primary power 
and $440,000 worth of secondary power, 
giving a total of practically $3,000,000, 
all this overhead and new business ex- 
pense must be done for about 3 1/3 per 
cent of the gross income of the TVA. 

In the Alabama case, they did change 
these costs by allowing $60,000 for new 
business and development expense and 
$45,000 for general administrative ex- 
pense. This item of $100,000 in the 
Tennessee case and $105,000 in the Ala- 
bama case covers a multiplicity of items, 
such as general administrative officers, 
legal expenses, accounting expenses, in- 
cluding billing and reading of meters, 
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auditing of books; engineering costs, 
publicity and advertising, purchasing, 
personnel work, including employing 
and rating of employees, pensions, mu- 
tual insurance and other such matters 
carried out in a personnel department 
of private utilities; injuries and dam- 
ages, general office expense, including 
stationery, telephone, telegraph, rent, 
heat, maintenance and repair of build- 
ings if owned by the TVA; traveling 
expenses by railroad, automobile and 
aeroplane, right-of-way expenses, cus- 
tomer contacts, customer complaints, 
new contacts and many other miscel- 
laneous items. 

Such costs by private utilities cover 
commercial, new business, general ad- 
ministrative and other general expenses. 
They usually amount to from 15 to 20 
per cent of the gross income of the 
private companies. It is possible that 
TVA might do this work more eco- 
nomically than the private companies, 
but I do not believe for one minute that 
they can carry out this work for one- 
fifth or less than this necessary work 
costs the private companies. Of course, 
if the new business of the TVA is car- 
ried out by the Electric Home and Farm 
Authority, and the charges for many 
of these general items are paid under 
the guise of other costs, than the costs 
of producing and selling electricity, then 
these costs may be reduced for the TVA 
much lower than they would be for a 
private company which has no convenient 
place to bury such charges. 


(c) Steam Plant, Added Expense Run- 


ning: 


This item, in the Tennessee case, was 
charged with $100,000 expense. Al- 
though the weeks of careful study had 
produced this item of $100,000, it was 
raised in the Alabama case after being 
criticized at Nashville, to $150,000, 
which was quite close to my own esti- 
mate as to cost of maintaining and op- 
erating, when necessary, the steam plant. 

After arriving at a total generating 
cost, in the Tennessee case, of $1,983,- 
000, they then proceeded to use 320 
million kwhr of current at the Nitrate 
Plant, and the cost of generation was 
credited with one mill per kwhr, re- 
ducing the cost of generation in round 
figures to $1,700,000. In the Alabama 
case, they not only deducted the $320,- 
000 for power used at the Nitrate Plant, 
but they added $120,000 for power to 
be sold to some undisclosed customer, 
making a total deduction in the cost of 
generation of $440,000, reducing the 
net cost of generating power to $1,519,- 
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705, or for less than 3.5 mills per 
kwhr for primary power alone, but 
for slightly over 1.8 mills per kwhr if 
the secondary power is included. 


4. TRANSMISSION 


In the Tennessee case, the TVA used 
a price of $50 per kilowatt of transmis- 
sion net work cost, and stated that they 
considered two loops, one of 200 miles 
in length and one of 100 miles in total 
length, together with — sectionalizing 
switches. There is no supporting state- 
ment as to whether the loops are typical 
of conditions to be found in the problem 
of transmission and distribution in the 
South. Transforming costs are largely 
a function of capacity ; transmission costs 
vary with the length of the circuits. 

In the Alabama case, the TVA valued 
the transmission lines that it was pro- 
posed to buy from the Alabama Power 
Company and the Mississippi Power 
Company, at the low prices which they 
were offering these companies for these 
lines, at approximately 50 per cent of 
their book values. They also estimated 
a number of miles of proposed new con- 
struction with new substations, giving a 
total cost of existing and proposed trans- 
mission lines of five million dollars. 

Classes of property typical of trans- 
mission net works for utility services 
include high-voltage lines where power 
is moved in large quantities at voltages 
of 110,000 and above; primary sub- 


.Stations, together with synchronous con- 


densers where energy is transformed 
from 110,000 to voltages suitable for 
high-voltage distribution, of which in 
the South, 22,000 and 44,000 volts are 
typical; high-voltage distribution  sys- 
tems, consisting of pole lines radiating 
from primary substations and, finally, 
customers’ substations tapping these dis- 
tribution circuits where power is trans- 
formed to voltages suitable for cotton 
mills, coal mines and various other in- 
dustries, and for distribution systems 
within urban and rural communities. 

For the cost of maintenance and op- 
eration of this transmission system in the 
Alabama case, the TVA charged $145,- 
000 for the distribution of 438,000,000 
kwhr, which is equal to about 3 1/3 
tenths of a mill per kilowatt-hour. 
Where figures were available from three 
different companies, I checked the main- 
tenance and operating costs of these 
companies for the transmission systems 
and found these figures ran from .8 to 
1.2 mills per kilowatt-hour. Also, tak- 


ing the Alabama power system as typical 
of Southern transmission and from fig- 
ures secured from the public service 
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commission as to these costs, using the 
344 per cent interest rate, the fixed 
charges and operating and maintenance 
costs of the Alabama Power Company 
for its transmission systems would be 
$866,000 a year compared to $523,000 
given by the TVA engineers. If the 
interest rates were raised to 6 per cent 
then the transmission costs would be 
$1,110,000 a year, yet the low TVA 
cost is the yardstick for private utility 
costs. 

TVA engineers have figured their fa- 
cilities fully loaded. I do not believe 
it is practical for them to use their fa- 
cilities to over 85 per cent of their 
capacity. Without going into the full 
details of my own figures as opposed to 
the TVA figures, but using a value of 
the hydro plant and the steam plant at 
Nitrate Plant No. 2 of $35,595,000 as 
compared with the TVA’s estimate of 
$21,448,000, and estimating mainte- 
nance, operation and depreciation at 
what I believe will be more nearly the 
results from actual experience, but fig- 
uring only on a low interest or rate of 
return of 314 per cent, and a reduction 
in sales of prime power from 438,000,- 
000 kwhr of 367,000,000 kwhr, I 
obtain a cost per kilowatt-year of $44.20 
as compared with the T'VA’s cost fig- 
ures of $19.50. If the interest rate is 
raised to 6 per cent, which private utili- 
ties would have to pay, the total annual 
cost per kilowatt-year of prime sales 


would be $58. 
CoMPARISON WITH CANADIAN Costs 


You have all heard, no doubt, a great 
deal about the cheap power available in 
Canada by the Ontario Electric Power 
Commission. It will be interesting to 
see how the wholesale prices of power 
by this Commission compare with the 
proposed wholesale prices of power given 
out by the TVA. The Tupelo whole- 
sale rate, with a demand of 1350 kw. 
per month and a monthly consumption 
of 500,000 kwhr, would be equivalent 
to a charge of $18 per horsepower a 
year. The Ontario commission does not 
make a uniform charge to all cities, but 
the charges to the different cities are 
based upon all the costs, including the 
transmission costs to the particular city. 
The Ontario Power Commission, in 
March, 1906, published its estimate of 
the cost of producing power at the 
switchboard of a power plant at Niagara 
Falls, of $5.89 per horsepower year, on 
the basis of a 60,000-hp. plant, and of 
$4.95 per horsepower year, on the basis 


of a 100,000-hp. plant. (Murray and 


Flood Report, page 53.) The Commis- 
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sion in the same year also prepared an 
estimate of the cost of power to be de- 
livered from its main transmission lines 
at the substations of specified local dis- 
tributing municipalities. (Murray and 
Flood Report, page 45.) Table V 
shows for a number of municipali- 
ties the relationship of these 1906 esti- 
mates to the cost of power now being 
charged to them. 

In 1917 work was begun on the great 
Queenston plant of the Ontario Hydro 
Commission. This plant ultimately had 
a capacity of 500,000 hp. The first 
unit began operation on Jan. 26, 1922, 
and the entire works were completed in 
1930. While this plant was being con- 
structed the chairman of the Ontario 
Hydro Commission, in his ‘“Refutation 
of Unjust Statements,” published in 
1922, stated, “It is the judgment of the 
Commission’s engineers that the ulti- 
mate cost (at the switchboard of Niagara 
power) will be substantially lower than 
the figure of $12.60 which Mr. Murray 
supplies.” He also remarked, in refer- 
ring to the completion of the Queenston 
plant, ‘‘As this additional power is mar- 
keted there will result in the munici- 
palities a continually decreasing average 
cost of power.” (“Refutation of Un- 
just Statements,” pages 41, 42. This 
was an answer by Sir Adam Beck to 
the Murray and Flood Report of 1922, 
which contained an estimate of cost for 
the Queenston plant, at the switchboard, 
of $12.60 per horsepower-year for a 
plant of 650,000 hp. See Murray and 
Flood Report, page 140.) 
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The Ontario Hydro Commission does 
not show the switchboard cost of elec- 
tricity at its Queenston or other Niagara 
Falls plants, but the price charged the 
municipality of Niagara Falls, Ontario, 
for delivered power gives a sufficient 
measure of this cost to indicate the 
marked difference between the 1906 es- 
timate of $4.95 per horsepower-year and 
the later actual costs. It indicates that 
the estimate made as late as 1923 of 
less than $12.60 per horsepower-year was 
far from realized. 

It will be seen from Table VI 
how the wholesale cost of electricity in 
Ontario has been steadily mounting. In 
spite of these increases in rates, the 1933 
report of the Ontario Hydro Commis- 
sion shows a deficit after charges of $4,- 
236,607 for the Niagara system for 
1933. It will be noted from the pre- 
ceding figures that the TVA wholesale 
prices are far below those now being 
charged by the Ontario Hydro Com- 
mission, notwithstanding the fact that 
the water powers of Canada so far de- 
veloped are inherently cheaper than those 
of the Tennessee River basin because 
of the greater regularity of flow of the 
Canadian Rivers, and other factors. 

Niagara Falls, where the principal 
Ontario development is located, has long 
been recognized as one of the most fa- 
vorable water power sites in the world, 
yet the TVA is proposing to seli its 
power at Tupelo at 55 per cent of the 
price the Ontario Hydro Commission 
has now found it necessary to charge 
the city of Guelph, a city with 6000 
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customers, located as far from Niagara 
Falls as Tupelo is from Muscle Shoals. 

With regard to the retail rates in the 
Canadian cities, it is interesting to note 
that the issue of the Toronto Daily Star 
for March 17-states that the Toronto 
electrical department had a deficit dur- 
ing 1933 of over $400,000. Yet, in the 
face of this Canadian experience, where 
power is sold at cost, the optimistic 
TVA engineers have made rates in the 
Tennessee Valley area which are almost 
one-half of the rates which the Ontario 
Hydro Electric Power Commission has 
found it necessary to charge to Canadian 
municipalities. 

The present condition of the TVA, 
with its low-cost estimates for current, 
have been aptly described by one writer 
as the “honeymoon day of the TVA.” 
If all the costs for generating and dis- 
tributing electricity are actually paid by 
the TVA, I believe there will be a 
rather rude awakening to the munici- 
palities in this area when the “honey- 
moon days” are over and the hard reali- 
ties of experience are realized. Of 
course, if a large part of the expense of 
developing the power in the TVA is 
charged to navigation, flood prevention, 
national defense, soil erosion, the Elec- 
tric Home and Farm Authority, and 
the other agencies which are doing work 
that private utilities would have to pay 
for, then the cost of the current can be 
kept at a low figure; but to say that this 
is a yardstick for what the private utili- 
ties should sell their power for is abso- 
lutely unfair and misleading. 


SHORTAGE OF POWER 


You will also probably be surprised 
to learn that there is a grave danger 
of a shortage of power within the next 
few years in the United States and that 
the TVA power developments and the 
other power developments now being 
constructed by the United States Gov- 
ernment are required to meet this dan- 
ger of a shortage of power. I made a 
careful study of the generating capacities 
in all of the large companies, 33 in num- 
ber, which are within a 200-mile radius 
of the proposed TVA generating plants. 
I found that these companies had an in- 
stalled capacity of generating equipment 
of 5,341,389 kw. After making as care- 
ful an estimate as I could in the short 
time available, of the firm capacity of 
the different companies, I estimated that 
there were 4,000,000 kw. of reliable ca- 
pacity available within this area. This 
would give an installed capacity 33 1/3 
per cent in excess of the firm capacity. 

In making these figures, I did not 
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consider the smaller plants and instal- 
lations which were located in this ter- 
ritory, but only considered the larger 
plants and systems. The total genera- 
tion by these large companies was 11,- 
988,000,000 kwhr and, based on a 55 
per cent load factor, this generation 
would have required a capacity of gen- 
erating equipment of 2,490,000 kw. My 
estimate therefore of the excess firm 
capacity in this area was 1,510,000 kw. 
These figures were based on the 1933 
consumption. 

In arriving at these figures, I did not 
take into account the large hydro devel- 
opments by the Aluminum Company 
which are interconnected with the large 
system companies’ transmission lines and 
have an installed capacity of 325,000 
kw. The small systems and _ isolated 
plant capacities I found had an installed 
capacity of 240,000 kw. and, again, 
these were not considered in my esti- 
mates of the firm capacity available in 
this territory. Yet, according to the 
TVA witnesses, the Tennessee Valley 
will have a shortage of power by the 
year 1937. The figures upon which I 
based my estimates were taken from 
the McGraw-Hill Directory of Central 
Station Plants for installed capacity and 
the generation by the different com- 
panies was taken from the Supplement 
of the Electrical World. 

I also made an extravagant forecast 
of what the consumption might be in 
this area by 1940. I took from the 
United States Census the number of 
farms in the different States in this 
area and included all the farmers hav- 
ing an income of $1,000 or more a 
year as possible customers. From the 
bulletins of the Electric Institute I 
found that in this area there are ap- 
proximately 100,000 electrified farms. I 
estimated that this number of 100,000 
would be increased to 869,237. The 
total number of farms served in the 
whole of the United States on June 
30, 1934, was 724,015. I therefore 
figured that this area would have more 
farms connected in 1940 than the whole 
of the United States did by the middle 
of 1934. 

That this is an extravagant figure I 
believe will be shown from the Cana- 
dian experience, where, in the Province 
of Ontario, the Government pays one- 
half the costs of the primary and sec- 
ondary lines and transformers for rural 
lines serving farmers, and where this 
has been done for ten years. In 1933, 
at the end of ten years of Government 
assistance, out of a total of 193,000 
farms in Ontario, 28,080 have been 
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electrified. In other words, in Ontario, 
with the Government paying half the 
cost of bringing the service to the farm- 
ers, 14.6 per cent of the farmers had 
been connected to the Government- 
owned Ontario lines in 1933. 
Statistics from the Census Bureau 
show that the population of the Ten- 
nessee Valley area has one of the low- 
est per capita incomes in the United 
States. A study of the Census shows 
that of the 1,317,812 farm dwellings 
in the States of Kentucky, Tennessee, 
Alabama, Mississippi and Georgia, 
1,040,000 of these dwellings have a 
value between $500 and $1,000, and 
676,028 of these dwellings have a value 
of less than $500. The Census re- 


ports show that in the East-South- 
Central States, including Kentucky, 
Tennessee, Alabama and Mississippi, 


the number of white farmers in 1930 
was 741,255, while there were 320,- 
959 colored farmers. The Census also 
shows that the percentage of farms in 
this same group of States operated by 
tenants was 55.9 per cent. There are 
only two other states in the Union, 
namely, Arkansas and New Mexico, 
where the median value of farm dwell- 
ings is under $500. Yet including this 
territory, I figured that by 1940 there 
would be more farms connected than 
there were the middle of last year in 
the whole of the United States. 

Then I assumed that these farmers 
would consume on an average of 1450 
kwhr per year. The average con- 
sumption in 1934 for farmers through- 
out the United States was 778 kwhr 
per customer and this included the 
farms where private irrigation ran 
the total consumption by farmers up to 
as high as 13,947 kwhr per month in 
the State of California, and 10,690 
kwhr per month in the state of Ari- 
zona. I do not believe that by 1940 
it would be possible to connect either 
this number of farmers or to raise the 
farm consumption to the amounts which 
I have estimated. 

The non-farm homes using electricity 
in the small towns, classed by the Cen- 
sus as non-farms, I have estimated to 
be increased by 598,900, while at the 
present time the wired homes in the 
area are 658,446. In other words, I 
have almost doubled the number of 
non-farm homes which are located in 
towns under 2500 population, most of 
which are being served at the present 


time. These non-farm homes I have 
estimated will consume 1200 kwhr 
per year. In the urban communities, 


I have estimated that the domestic con- 
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sumers in cities where natural gas is 
served will be increased so that out of 
a total number of homes of 2,372,570, 
2,038,000 will be electrified. Of these 
electrified homes, 920,000 will be in 
natural gas cities and have a consump- 
tion of 1000 kwhr per month. There 
will be 1,118,000 homes in cities with- 
out natural gas and in these I have 
assumed that the consumption will be 
1200 kwhr per month. 

The basis for my assumption that 
the cities having natural gas will not 
consume as much electricity as those 
which do not have natural gas is based 
upon the experience in Canada, where 
three cities not having natural gas in 
1933 averaged 117, 119 and 162 kwhr 
consumption per month. In three other 
cities, natural gas was available and 
the average use of electricity was 71, 
75 and 85 kwhr per month. In this 
country, the same difference is evident. 
In Los Angeles, with low municipal 
rates, the use is about 600 kwhr per 
year, while in the Northwest, in the 
neighborhood of Spokane and Tacoma, 
the electric consumption is more than 
twice what it is in Los Angeles, these 
cities in the Northwest having no nat- 
ural gas available. . 

I have figured that the commercial 
consumers in the area will be 25 per 
cent of the domestic consumers and 
that these commercial consumers will 
use 3000 kwhr per month. For the 
industrial consumers, I found that the 
industrial sales in 1929 were 7,291,- 
000,000. In 1933, the industrial sales 
were reduced to 6,539,000,000. I 
figured that by 1940, the industrial sales 
would have recovered so that there 
would be 8,000,000,000 kwhr of cur- 
rent sold to industrial consumers. I 
also increased the street lighting and 
other municipal services by 37 per cent 
and the electric railway sales by 15 per 
cent, and then assumed that the com- 
pany use and loss would be 2,600,000,- 
000 kwhr per month. 

All of this would call for a total 
supply of current by 1940 of 17,491,- 
000,000 kwhr. Based on a 57% per 
cent load factor, this would require a 
generating capacity of 3,490,000,000 
kw. As previously estimated, there 
is already installed a firm capacity 
in this area of 4,000,000 kw so that by 
1940, with the extravagant estimates 
which I made, I figured that there 
would still have been an excess of 510,- 
000 kw of generating capacity within 
the area within 200 miles of the TVA 


generating stations. Instead of there 
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being a shortage of power by 1937, lL 
do not believe that there will be a 
shortage of power in this area until 
1942 or later. 

Another example of how easy it is 
for optimistic estimates to be made is 
shown by the estimates that were made 
in 1923 in connection with the con- 
struction of Boulder Dam. Messrs. 
Ready and Butler made an estimate at 
that time which showed that the esti- 
mated load in Southern California to 
be served by Boulder Dam would have 
reached, in 1934, 8,782,000,000 kwhr 
per year. As a matter of fact, at no 
time after 1923 did the consumption 
in this area ever reach the figures esti- 
mated before the project was built, and 
in 1933 the actual load in this area 
was approximately 4,780,000,000, a lit- 
tle over half of the load estimated in 
1923. 

There is sufficient generating capac- 
ity in this area at the present time to 
serve all of its needs and the current 
from Boulder Dam will be sufficient 
to serve almost the total requirements 
of this territory, so that if all the Boul- 
der Dam current is used when it is 
placed in operation, practically all of 
the existing generating plants will be 
closed down. 

One of the TVA experts presented 
an estimate showing that the consump- 
tion in the TVA area was approximate- 
ly 7,500,000,000 kwhr in 1934, and he 
estimated by 1937 this consumption 
would have been increased to 10,000,- 
000,000 kwhr, an increase of 33 1/3 
per cent in three years. The increased 
consumption in 1934 in the TVA area 
over 1933, was less than six per cent. 
In 1934, out of a total estimated pro- 
duction of electricity in the United 
States of approximately 90,000,000,000 
kwhr, about 12,000,000,000 kwhr were 
used in domestic service. The greatest 
possible increase in the use of electricity 
is expected to be in connection with the 
domestic consumer. With the domestic 
consumption being less than 15 per cent 
of the total generation, an increase of 
50 per cent in the domestic consumption 
would mean only an increase of less 
than 714 per cent in the required total 
output of electricity. 


Farm Uses oF ELECTRICITY 
IN THE TVA AREA 


In Mr. Lilienthal’s testimony before 
the Committee on Interstate and For- 
eign Commerce of the House of Rep- 
resentatives, he stated that “98 per cent 
of the farmers in the Tennessee Val- 
ley have no electric service and that 
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would absorb more than this surplus 
that we were talking about if they could 
be provided with service at low rates.” 
He also stated that while there are 
private company lines in this area, the 
farmers cannot use the service because 
the rates are prohibitive. In other 
words, Mr. Lilienthal intimates that 


‘the TVA will have a rather easy time 


to serve all of the farmers in ‘the TVA 
area with their cheap current. Also 
remember that Mr. Lilienthal said that 
the TVA would be a self-supporting 
and bankable proposition. 


I have already brought out the fact 
that over 50 per cent of the dwellings 
in this area are listed in the United 
States Census as having a value of less 
than $500. To assume that these farms 
will use electric light and electricity 
for cooking, refrigeration, hot water 
heating and house heating, to say nothing 
of for such other purposes as radio, elec- 
tric irons and other innumerable pur- 
poses and appliances, the use of which 
costs money, is an assumption that I do 
not believe can possibly be realized. 

The cost of serving these thinly popu- 
lated rural districts will probably be 
more than twice that of serving custom- 
ers in urban areas. About a year ago, 
I made a rather careful analysis of the 
cost of service in a city of 30,000 in- 
habitants in Pennsylvania compared 
with serving the country districts sur- 
rounding this town, and I found that it 
cost twice as much to serve the country 
customer as it did the urban customer. 
Yet the TVA proposes to serve these 
farmers at practically the same low 
rates at which it serves its urban cus- 
tomers. To do this and keep the prop- 
osition a self-supporting and bankable 
one will be a most remarkable feat. 
In my opinion, a great deal of the so- 
called self-support will come from the 
taxpayers either in the cities of the 
TVA area or from all other sections of 
the United States. 

Under the TVA rates in Alcorn 
County, a customer pays $3.50 for a 
hundred kwhr per month, and of this 
$3.50, one dollar of it is for payment 
of the cost of facilities for serving the 
farmer. As soon as these are paid for, 
the farmer will then get his service for 
$2.50. In Canada, I find that the 
Class 3 farmer, who is the smaller 
farmer, pays $5.43 for the same quan- 
tity of electricity. In other words, the 
Canadian consumer at present pays 


more than 50 per cent more for his cur- 
rent that the Alcorn County consumer, 
and when the facilities are paid for 
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in Alcorn County, the farmer there will 
get his current for less than half of the 
cost of current for the Canadian farmer, 
who starts out with half of the cost 
of facilities being paid for by the Gov- 
ernment of Ontario. 


Going back to the use of the waters 
of our large drainage basins so as to 
secure the greatest benefit to all the 
people by the full utilization of the 
waters of a river for every purpose, I 
repeat that I believe this should be done 
and I believe that this is thoroughly 
feasible without the necessity of the 
Government generating tremendous 
surpluses of electric power and going 
into competition with the already exist- 
ing private utilities, thereby bringing 
about a great destruction of capital al- 
ready invested by our citizens in these 
private companies. 


Before the present Administration 
came into power, much progress had 
been made looking towards such a de- 
velopment of our rivers. The Army 
Engineers for a number of years have 
been making studies to show how the 
waters flowing in the streams can best 
be utilized to give the maximum eco- 
nomic value in their development. The 
Federal Power Commission has been 
given control over hydro developments 
and they have the power to require that 
any project which is proposed on prac- 
tically any stream in the United States 
for hydro development shall be carried 
out in such a manner as to use the 
water of the stream to produce the 
maximum economic development of the 
stream. If the Government finds that, 
in addition to the power uses of a 
stream, the building of a dam will also 
be of assistance to navigation, flood 
control, soil erosion, national defense, 
or any other national use, it would be 
just as easy to estimate what this value 
is and for the Government to pay for 
these benefits, thereby reducing the cost 
of the hydro electric development; and 
also thereby decreasing the cost of cur- 
rent to those consumers who will use 
the electricity from such a development. 
In this way, these consumers will get 
the same benefit exactly that accrues 
to customers where the Government it- 
self develops a project and then reduces 
the charges to the electrical end of the 
project in the way they have done in 
the Tennessee Valley. 

There are undoubtedly many hydro 
projects in the country where there will 
be benefits to navigation, flood control, 
national defense and other national 
purposes, and where, if the Govern- 
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ment would be as liberal as they have 
been in-the Tennessee Valley, these 
projects would be carried out by private 
capital. They would not be carried out 
by private capital, however, where there 
is no market for such power. 


The TVA, and all the other Govern- 
ment power projects, are carried out on 
a widely different basis from that prac- 
tised by private utilities in connection 
with a possible market for their out- 
put. The cost of power produced by 
hydro electric plants is very largely a 
fixed cost due to interest, depreciation, 
taxes, these costs amounting to from 80 
to 90 per cent of the total cost of pro- 
ducing current in a hydro plant. These 
costs are fixed with the possible excep- 
tion of some taxes and occur regardless 
of whether one kilowatt-hour or a 
billion kilowatt-hours are produced. It 
is therefore imperative that a market 
for the output of the plant be available 
to sell practically all of the output. If 
only half of the output is sold, the costs 
are nearly double on the kilowatt-hour 
basis. 

As an example of how a private util- 
ity views this question of a market, I 
might cite a case of the Conowingo de- 
velopment on the Susquehanna River 
which was constructed by the Philadel- 
phia Electric Company. The lands and 
water rights for the construction of a 
power plant on the Susquehanna were 
acquired by other interests back in the 
early 80’s and for years the owners of 
this site tried to finance and develop 
a power plant on the Susquehanna 
River. These owners looked to Mary- 
land, and particularly to Baltimore, to 
provide a market. Even as late as 1925, 
the City of Baltimore would provide 
a market. for only one-third of the ca- 
pacity which was finally installed in the 
Conowingo plant. It was therefore not 
until the Philadelphia Electric Com- 
pany came into the picture and the City 
of Philadelphia provided a market suffi- 
cient to absorb the total output of the 
proposed hydro plant that this project 
was considered economically feasible. 
The plan as outlined before the Public 
Service Commissions of Maryland and 
Pennsylvania contemplated the use of 
every kilowatt-hour that could be gen- 
erated at this plant and Philadelphia 
provided the only nearby market which 
could absorb this entire output. 

The TVA is proceeding with an ex- 
penditure of 72 million dollars at Nor- 
ris and Wheeler Dams with tentative 
plans for the expenditures of many more 
millions of dollars in a territory where 
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the market is already fully supplied by 
private utilities which have a_ large 
amount of excess capacity in plants al- 
ready constructed. No private utility 
would dare to undertake such a pro- 
gram and, in my opinion, no financier 
would provide the money for such 
an undertaking. The Government, 
through the TVA, having back of it 
the full resources and taxing power of 
the whole United States, can provide 
money for such an_ undertaking. 
Whether this development will ever 
prove self-sustaining, with the low 
TVA rates, is, in my opinion, ex- 
tremely doubtful and, even if the prices 
are raised as they have been in Canada, 
there will be a period of years before 
a self-sustaining basis can be reached 
and, during this development period, the 
deficit will have to be made up by taxa- 
tion. No private utility would dare to 
face the uncertainties which are ahead 
of the Government in making the TVA 
development a bankable proposition. 
There are many other interesting 
phases of the TVA experiment which 
I could continue to talk about for a 
much longer time. There is the evi- 
dence produced by the TVA in the 
Federal Court to show that the TVA 
was conceived as a navigation, flood con- 
trol, national defense, fertilizer, soil 
erosion project and that the produc- 
tion and sale of power is merely inci- 
dental. Many Government experts 
were brought from Washington and 
elsewhere to prove this, but it was quite 
interesting to note that none of these 
experts had ever been consulted until 
after the Court case had started. 


I could also discuss the engineering 
testimony of Colonel Robert Randolph 
of Chicago, in opposition to the TVA, 
regarding navigation, by a series of low 
dams at a fraction of the cost of the 
high dam project, and the testimony 
showing the difference between gener- 
ation, transmission and distribution of 
electricity. Then there is the decision 
of Judge Grubb, with which most of 
you are no doubt familiar. But I will 
close by quoting the last paragraph of 
the Judge’s ruling on the TVA’s mo- 
tion to dismiss the Bill of Complaint, 
which outlines his views of the law and 
reads as follows: 

“Under our dual system of Government, 
the United States, in the exercise of its con- 
stitutional powers, even within the confines 
of one of the States, has paramount power 
over the State. In matters of internal con- 
cern not affecting any constitutional power 
of the national government, the State, under 
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GITATION against the rates of 
electric utilities has been directed 
almost entirely to residential 

rates. The commercial and merchandis- 
ing campaigns of the companies are de- 
voted primarily to the development of 
this class of business. Unusual efforts 
are being exerted to increase domestic 
sales through better lighting, household 
appliances, refrigeration, cooking and 
water heating. From the rate stand- 
point, residence customers have been re- 
ceiving the most attention, both from 
the utilities and from governmental reg- 
ulatory bodies. In view of these facts, 
your committee will confine its observa- 
tions and recommendations at this time 
chiefly to the subject of residential rates. 

At the close of 1934 there were 20,- 
693,751 homes and farms being served 
by the electric utilities of the United 
States. This is a new all-time high in 
number of domestic customers of elec- 
tricity. During the year 1934, 480,000 
domestic customers were added. Domes- 
tic sales in 1934 reached a total of 12,- 
797,635,000 kwhr. This is also a new 
high. It: exceeds the sales of the year 
1933 by 837,379,000 kwhr, an increase 
of 7 per cent. At the same time, while 
new records were being established with 
respect to number of domestic customers 
and total sales to this class of users, a 
new low was established in the average 
price for domestic use, namely, 5.3c. per 
kilowatt hour. 


One of'the most striking facts of the 
depression is that the household users of 
electricity—the homes of the United 
States—have steadily increased their use 
of electricity. When this fact is fully 
realized in view of what happened with 
respect to declining purchases of food, 
clothing and other commodities, it be- 
comes very significant. In the five de- 
pression years, 1930 to 1934, inclusive, 
the purchase of electricity for household 
use actually increased 31 per cent. The 
average rate for domestic consumption 
during the same period decreased 16 per 
cent. During the same five depression 
years the users of electricity in this coun- 
try invested the tremendous sum of $2,- 
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667,606,000 in electrical appliances. In 
1934 the domestic customers consumed 
3,024,847,000 more kilowatt hours than 
in 1929 and at an increased cost to them 
of $59,000,000. Or, to put it in another 
way, the additional kilowatt hours used 
in 1934 by the homes of the United 
States over 1929 were purchased at an 
average of less than 2c. per kilowatt 
hour. Is it any wonder that they in- 
creased their use of electricity as com- 
pared with the marked decrease in their 
use of other commodities? The house- 
holders of the United States, in the face 
of steadily decreasing incomes, exercised 
their choice. They elected to increase 
their use of electricity while at the same 
time they were purchasing less of nearly 
every other service and commodity. 
Could there be a more significant expres- 
sion of the public’s measure of the value 
of electricity than this fact discloses? 
Could there be a clearer. demonstration 
of the promotional character of the rates 
charged by the companies generally? 


The average annual bill paid by the 
householders of the United States for 
electricity in 1934 was $33.44. This is 
$2.79 per month, 64c. per week and 
about 9c. per day. But this is not a 
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complete picture of the situation. These 
averages, as is often true of averages, 
are misleading and do not reflect the true 
situation or indicate the real problem. 
The Federal Power Commission points 
out that of the 20,000,000 domestic cus- 
tomers, approximately 13,350,000, or 
nearly 70 per cent of the total, use only 
lighting and small appliances. The 
Commission further notes that of these 
13,350,000 residential customers, com- 
prising nearly 70 per cent of the whole, 
25 per cent used 15 kwhr or less per 
month, 50 per cent used 25 kwhr or 
less and 75 per cent used 40 kwhr or 
less per month. The Commission finds 
that 25 kwhr represent the prevailing 
monthly consumption of these 70 per 
cent of the household users of electricity. 

Of the 20,000,000 homes using elec- 
tricity it is estimated that approximately 
1,500,000 are habitual minimum bill 
customers paying minimum charges rang- 
ing from 50c. to $1.00 per month. It is 
also estimated, on the basis of careful 
studies, that between 60 per cent and 
70 per cent of the residential customers 
of the country are paying less than $2.00 
per month, or less than 7c. per day. It 
seems difficult in the face of these fig- 
ures to understand what all the agitation 
is about. What is the basis for the at- 
tack upon the cost of electricity to the 
householders of this country, when near- 
ly 70 per cent are paying less than $2.00 
per month, or less than 7c. per day, for 
a service which they would be the first 
to admit is one of the most valuable ser- 
vices they obtain—one of the most re- 
liable, one of the most important in their 
daily life and one of the greatest factors 
in household comfort and convenience? 

In this connection some very inter- 
esting facts are worthy of mention. The 
total amount paid for electricity by all 
the domestic customers in the United 
States is less than the amount paid in 
this country just for the privilege, alone, 
of buying gasoline. In other words, the 
total bill for household use of electricity 
is less than the combined state and fed- 
eral taxes on gasoline. 

As a matter of interest, note that the 
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gross sales of the Great Atlantic & Pa- 
cific Tea Company for the year 1933 
was an amount nearly $150,000,000 
greater than the 20,000,000 domestic 
customers paid for electricity in the same 
year. Yet that organization sells food 
only and is but one of a number of chain 
store companies selling food. 

The New York World-Telegram, re- 
cently, called attention to the fact that 
the cost of food for the average family 
had increased $3.31 per week over the 
cost of two years ago. This increase in 
the cost of food, alone, is more than five 
times the average cost of electricity to 
the American household, which in 1934 
was but 64 cents per week. 

A cost which is of serious conse- 
quence to the American family is the 
cost of Government. This cost in 1934 
is reported by the National Industrial 
Conference Board as being $489.59 per 
family. This represents the year’s total 
of governmental expenditures in the 
United States. This is over fourteen 
times the family’s bill for electricity. 
Or, to put it in another way, a reduction 
of but 10 per cent in governmental ex- 
penditures would pay the average fam- 
ily’s electric bill and leave that family 
over $15 besides. 


If we understand the views and the 
aims of the Federal Administration, its 
chief concern with respect to residential 
rates is that the homes of the country 
may use electricity more freely. As we 
understand it, the more abundant life 
includes—and of necessity embraces—a 
much more liberal use of electricity for 
lighting, cooking, water heating, refrig- 
eration, and all those uses which add to 
comfort, economy and convenience in the 
home. This, too, has been and is the 
aim of the industry. It is the reason 
for promotional rates. It is the reason 
why your Committee, if you please, has 
asserted and reasserted for years past 
that promotional rates were a necessity 
for the continued well-being, prosperity 
and good public relations of the electric 
utility industry. We can point with 
pride to what has been accomplished by 
the industry, generally, in this respect. 
Those in the industry who have not 
adopted promotional rates, who have not 
made it possible for the residential cus- 
tomers to increase their use at a low 
price, must see the light and must take 
steps to correct the situation. 

There is, however, continual agita- 
tion in many localities for the lowering 
of the rates to the small users. The 
reason for this is clear. These custom- 
ers represent nearly 14,000,000 homes 
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with probably twice that many voters. 
Every utility operator, every member of 
the engineering and rate staffs of the 
commissions of this country, every com- 
missioner, and every investigator of resi- 
dential rates in Washington or else- 
where knows that a very large percent- 
age of these small residential customers 
are now being served at a loss. This 
has been demonstrated so many times 
that it need not be gone into in detail 
again. Yet, there is a continual drive 
and agitation by the politicians to still 
further cut the rates to these small users 
and thereby still further increase the 
proportion served at a loss. Here is a 
fundamental conflict between the aims 
of the Administration and the efforts 
of the politicians. One cannot eat his 
cake and have it too. The Companies 
cannot suffer continual reductions in 
revenues—they cannot serve an ever-in- 
creasing number at a loss and still be 
able to make the low promotional rates 
which are essential to successfully de- 
velop the residential business, increase 
sales, increase volume of output and re- 
duce unit costs. This is self-evident. 
This fact would seem so clear that there 
should not be any need of saying any- 
thing more about it, but it is the situa- 
tion we are confronted with. This con- 
tinual pounding away at the rates to the 
small users is short-sighted and danger- 
ous. It is effectually slowing up the 
efforts to promote more liberal use of 
electricity by low promotional rates. It 
is defeating the aims of the Administra- 
tion and of the progressive electric utili- 
ties. 


In order to accomplish the two-fold 
aim of preserving present revenues, or 
at least preventing their reduction to a 
dangerous point, and at the same time 
offering extremely low rates for liberal 
use of electricity, there has developed 
in the past two years the so-called ““Ob- 
jective Rate Plan.” The first plan of 
this nature adopted was the so-called 
Commonwealth & Southern Objective 
Rate Plan made effective by Alabama 
Power Company in October, 1933. I 
described this plan in detail a year ago 
before this Institute. It has been de- 
scribed subsequently in various bulletins 
which are available to the industry. 
Other plans of the same character have 
been developed and put in force by a 
number of companies throughout the 
country. In Wisconsin, the Public Ser- 
vice Commission has ordered all the 
private and municipal plants of the State 
to work out and submit some objective 
plan for the Commission’s consideration. 
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The Commonwealth & Southern System 
has demonstrated its faith in its own 
plan by extending it to other units of its 
system. The Objective Rate Plan, or 
whatever you may want to call it and 
in whatever form it may be adopted, is 
simple in its purposes. First, it aims to 
maintain revenues as nearly as may be 
at their present levels; second, to make 
available to those customers who wish to 
increase their use rates which are de- 
cidedly low and decidedly promotional. 

The two things cannot be accom- 
plished by one rate, in most instances, 
because the low objective rate which is 
available for increased use, if adopted as 
the only rate, would so reduce revenue 
as to cripple,if not destroy,the company. 
Therefore, the plan includes two rates, 
or two features, either an Immediate 
Rate and Objective Rate, applied coin- 
cidentally, or an Immediate Rate with 
free current features added thereto 
where increased use is made of a dis- 
count for additional use. The Objective 
Rate Plan, we believe, has been sub- 
jected to such tests as to demonstrate its 
practicability, its good effect with respect 
to public relations and its business-get- 
ting power. It has the approval of a 
number of the State Commissions. We 
strongly recommend its consideration by 
the industry. 

Like many good ideas, the Objective 
Rate Plan may be abused or misapplied. 
It cannot be worked out and applied 
successfully without careful considera- 
tion of the conditions confronting the 
particular company. Among the local 
conditions will be the cost of generation 
and distribution, and the competition 
which may be present. Upon the facts 
in each case must depend the rates 
themselves and their relation to each 
other. 


We are too prone to judge the effect 
of rate revisions entirely by the result- 
ing increases in consumption per custom- 
er. The reactions of the customers, the 
value to merchandising departments in 
selling more light and more appliances, 
these and other things should be taken 
into consideration in judging the efh- 
ciency and success of the plan. It will 
not be as successful in one locality or 
company as in another. The Plan, as 
you know, includes a so-called free-cur- 
rent feature. In some situations, at the 
particular time the Plan is put in force, 
it may be desirable to offer large 


amounts of free current for the larger 
users in order to expedite the sale of 
the large current consuming devices and 
thereby get the maximum results in the 
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shortest possible time. Again there may 
be and there are situations where it is 
better at the outset to offer more of the 
free current to the smaller and average 
customer with the idea that this partic- 
ular field represents the greatest possi- 
bilities, particularly where cheap natural 


‘gas is available and the sale of elec- 


tric cooking and water heating in large 
volume is difficult. 

The practice of charging uniform resi- 
dential rates throughout the entire ter- 
ritory served by a company, regardless 
of the size of community served, is 
quite widespread. It has the endorse- 
ment of many State Commissions. 

To those who have uniform rates at 
this time or who may be contemplating 
the adoption of that system, we direct at- 
tention to a development which seriously 
endangers such a policy. Due to the 
unfortunate financial conditions in some 
cities, they have adopted local excise 
taxes or street rental charges against 
the electric utilities. In one instance, 
such a tax has been imposed of 15 cents 
per meter per year. Where uniform 
rates are in force over a territory com- 
prising a number of cities and towns, 
it is obviously unfair that those locali- 
ties which have placed themselves in un- 
fortunate financial conditions should be 
permitted to compel the taxpayers of 
other and more efficient and better man- 
aged cities and towns to shoulder some 
of their deficits. This is what will re- 
sult if the loading of utilities with local 
excise and street rental taxes is per- 
mitted. This practice, if not stopped, 
will ultimately wreck the whole uniform 
rate ideas. Where such taxes may be 
successfully placed upon the _ utility, 
then the customers in that particular 
community should be required to carry 
that particular tax in addition to the 
uniform rate for electricity they may be 
paying. Just within the last month, the 
Michigan Public Utilities Commission, 
confronted with such a situation, has 
held that if the placing of such a special 
local tax in one community is imposed 
by the City, and upheld by the Courts, 
the Commission will be compelled to 
raise the rates in that locality sufficient 
to offset the amount of the additional 
tax. 

What has been said relates, primari- 
ly, to rates for residential service. That 
is the class of customers which has 
demanded most of our attention. A 
word, however, to both the utilities and 
the regulatory authorities with respect 
to commercial and power rates. In 
1934, these two classes of service, com- 
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prising some 4,200,000 customers, paid 
to the electric utilities of this country 
over $1,007,000,000. In 1929, the peak 
year, these two classes of customers paid 
nearly $1,170,000,000 for electricity. 
During 1934, the domestic customers 
paid $677,797 ,300. 

Let us not overlook the fact, nor per- 
mit others to overlook it, that the pres- 
ent low rates for domestic service have 
been made possible through the increased 
efficiency and lower unit costs brought 
about by the development of the com- 
mercial and industrial business. Domes- 
tic rates are directly dependent upon 
the volume of commercial and industrial 
sales. ° 


Your Committee in the past has called 
attention repeatedly to the dangers and 
to the unfairness of rate comparisons as 
between companies and cities. Your 
Committee is pleased to note, in the last 
report of the Federal Power Commis- 
sion, the following: 

“, , . Differences in charges may be 
ascribed to various factors, some of which 
can be remedied by company managements, 
while others arise from conditions over 
which they have little or no control. Such 
variables make it advisable to exercise some 
caution in making comparisons of rates be- 
tween communities as well as between dif- 
ferent types of service. 

“Availability of fuel resources and acces- 
sibility of water power go far, in some in- 
stances, to explain differences in rate levels. 
Geographic and economic conditions have a 
marked influence as do the varying tax 
policies of the several states and cities. 
Density of population, seasonal requirements, 
presence or absence of large industries, 
variations in the purchase power of the 
people, and even climatic conditions may 
give rise to rate differences not otherwise 
explainable.” 

It has become quite popular in some 
quarters in the last two or three years 
to belittle and criticise state regulation 
of electric utilities. It is asserted that 
state regulation has failed. This criti- 
cism comes aimost entirely fram those 
who would substitute federal jurisdic- 
tion and federal regulation in place of 
state regulation. 

If state regulation has failed in a few 
instances, we assert that such failure is 
due directly and entirely to politics. The 
pressure on the state commissions to re- 
duce rates to the great mass of custom- 
ers, using but a few kilowatt-hours, has 
been great. Some commissions have suc- 
cumbed to this pressure as well as some 
utilities, also. Some have been short- 
sighted, but that is the failure of the in- 
dividuals and not the failure of state 
regulation. Is there any reason to ex- 


pect that the political pressure on a reg- 
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ulatory body in Washington will be any 
less than the pressure on state regulatory 
bodies in the respective states? Or is 
there any reason to expect that the char- 
acter and ability and courage of those 
in charge of federal regulation will be 
of any higher type than of those splendid 
men who have stood their ground and 
who have fought consistently for regula- 
tion in a sound, constructive manner in 
the various states? 
Regulation of public utilities must re- 
main in the hands of the states if prop- 
erty values, which are the basis of the 
states’ revenues, are to be preserved. If 
regulation gets out of the hands of the 
states, property values are likely to be 
destroyed and the revenues of the states 
will be most seriously affected. If the 
power to regulate local utility and other 
enterprises is surrendered to the Federal 
Government, the time will shortly come 
when the states will be merely poor re- 
lations of a dominant federal power. 


Building Good Will 
(Continued from page 200) 


we must get the people to accept the 
truth as the truth when we tell it to 
them, and, secondly, to act intelligently 
in their own best interests. Unfortu- 
nately, it seems to be difficult for folks 
to learn by the experience of others and 
the only way they can be satisfied that 
fire will burn is to get burned. 

We are here today because this won- 
derful country of ours was a land of 
opportunity for those great pioneers who 
conquered a wilderness with an axe in 
one hand and a rifle in the other. By 
their courage, fortitude and right think- 
ing they overcame what appeared to be 
insurmountable difficulties ; they, too, had 
to survive the oppression of government ; 
they left us a tradition to preserve—let’s 
preserve it. 

In the achievements of our forefathers 
there is soul-stirring inspiration for the 
task which lies ahead. Let us all see to 
it that out of the ordeal through which 
we are passing there emerges a better 
public service with greater benefits to the 
people, and that we shall supply it be- 
cause it is in the public interest that we 
do so. 
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Wheeler-Rayburn Bill vs. The Operating 
Electric Company 


An Argument for the Defense 


By George M. Gadsby 


President, Utah Power and Light Company, Salt Lake City, Utah 


An address before the Third Annual Convention of the Edison Electric Institute, Atlantic 


Y appearance tonight is not. as 
general counsel covering the 
entire case as presented by the 


anti-utility legislation, but only as a lay 
witness to tell in the words of an oper- 
ating manager the threat against the 
operating company in the Senate and 
House Bills as they are now being con- 
sidered. All references will be to 
Wheeler S.2796 as it was reported out 
of Committee on Interstate Commerce 
and Rayburn H.R. 5423 as introduced 
February 6, 1935. They will be re- 
ferred to as the Wheeler and the Ray- 
burn bills, respectively. 

I believe my argument is in behalf 
ot the main defendant, as a study of 
the bills and their genesis convinces me 
that the weakening and thereafter the 
socialization of the operating company 
is the real ultimate purpose of those 
who drafted this legislation. Laws al- 
ready have been enacted which cover 
most of the items in the bill of com- 
plaint as set forth in the bills. The 
record of the hearings contains proposals 
for such changes and amendments to 
the Securities Act of 1933 and the Se- 
curities Exchange Act of 1934 as will 
fully cover the field of security regula- 
tion necessary to protect the investor in 
the future. An amendment to the Fed- 
eral Water Power Act will fill the 
regulatory gap of interstate sales of 
power at the state line between non- 
associated companies and provisions for 
joint action between state commissions 
will provide for any other local regu- 
latory situations which may not now 
be covered. 


Suggestions of this character met with 
no approval on the part of the govern- 
ment employee drafters of the legisla- 
tion. The reason, I believe, is be- 
cause adequate control of holding com- 
panies and complete regulation of oper- 
ating companies are not the objectives 
sought. The prompt abolition of the 
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Rayburn Bill, and April 1, 1936, in 
the Wheeler Bill—to be followed by 
the 41%4 to 6% year destruction of the 
holding company is intended to break 
up the cohesive strength of the indus- 
try; thereafter the complete wiping out 
of private initiative and enterprise will 
be but a matter of time with the con- 
tinued force of government competition 
crippling, striking down, then absorb- 
ing the operating companies one after 
another. And let none hope that any 
will ultimately escape. 

We can accept as a maxim the state- 
ment that once government in a pro- 
prietary capacity enters a field, it must 
and will finally occupy that entire field. 
The government is not, and by the very 
nature of things cannot be, a fair com- 
petitor. The TVA disclosures have de- 
stroyed any hope of fair competition 
or even an honest yardstick. 

Government ownership advocates 
have long been active. The partial re- 
ports of investigations, omitting con- 
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structive features, have been used to 
injure the industry before the public. 
There is no need to discuss at length 
this phase as it is so well known to 
every utility operator. On the other 
hand, the national planners are striv- 
ing for the erasing of state lines and 
state controls, substituting a national 
centralized authority which must in- 
evitably have for its future support 
and continuance regimented thinking 
and regimented living. 


In the Wheeler-Rayburn Bills these 
two streams meet. The Public Owner- 
ship advocates rejoice in the straight- 
jacket provisions, and the centralized 
authority theorists in the transfer of 
wide authority to the Securities and Ex- 
change Commission and the Federal 
Power Commission. Local control of 
local service is at the beginning of its 
end in these bills. If any operating 
people have complacently gone about 
their business thinking that this legis- 
lation is a menace to the holding com- 
pany alone, they will soon realize that 
Title I is but the shell barrage to crush 
the defences. The real capture, the 
actual attainment of the government 
employee objectives, will take place 
when the service and holding companies 
are gone, and through Title II the 
process of socialization is completed 
among the dismembered and 
tegrated operating companies. 

The strategy of the bills is—Divipe 
AND Conquer! 

In discussing this legislation with 
business acquaintances, I have at times 
been requested to tell in a few words 
what it is all about. After one or two 
attempts and after reading. the con- 
densates of others, much more able, I 
have come to the conclusion that we 
cannot put in succinct form, with a 
few paragraphs, the story of a program 
designed to change a successful 12 bil- 
lion dollar industry, supplying at low 
cost an essential service to 24,000,000 
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customers in every city, town and ham- 
let of our fair land; to change, I say, 
such an industry to meet the legalistic, 
theoretic concepts of the brilliant aca- 
demic minds which conceived the plan 
and embodied it in these bills. It is 
like attempting to write the philosophy 
of modern Russia on one typewritten 
page. So even to you who think and 
speak in terms of electric utility devel- 
opment, I can only delineate a few of 
the effects on our operating companies, 
and repeat that once put into motion, 
the flow of federal bureaucratic control 
into the entire electric industry can 
have but one overwhelming end—the 
complete nationalization of electric 
power. 

With this introduction I shall pro- 
ceed to the application of some of the 
more important provisions of the bills 
to the operating company. 

As a specific illustration, the local 
companies by which I am employed are 
representative. In the years 1912-1915, 
a group of 30 or more small operating 
properties were purchased from their 
local owners. Financial difficulties 
among them were common, high rates 
prevailed, in the smaller communities 
the wires were “hot” only from dusk 
to dawn, interruptions were common. 
The larger places fared somewhat bet- 
ter, but the companies supplying them 
confined their activities to city cus- 
tomers and to beating off attacks of 
would-be competitors. "There was no 
state regulation, and the rural consumer 
—if at all—was incidental. Into this 
situation came outside capital in the 
hands of men of vision and _ ability. 
After the local properties were acquired, 
new money, measured in millions of 
real hard dollars, were put into new 
plants, transmission lines, substations, 
distribution and service facilities. Re- 
liable service was established and rates 
were reduced. 


Now it so happened former owners 
of properties in Utah and Idaho which 
were incorporated in the larger inte- 
grated system also owned other property 
in Colorado. The stretch of desert 
between is too great to permit econom- 
ical interconnection, so a smaller and 
independent system was of necessity. ac- 
quired. The principal company was 
incorporated in Maine and qualified 
under all the applicable state laws to 
do business in Utah, Idaho and Wyo- 
ming. It acquired all the securities— 
stocks and bonds—of the separate Colo- 
rado Company and all the equity ‘se- 
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curity in a traction company which 
owned the complete electric property 
in the largest city in the entire terri- 
tory. The Colorado Company was too 
small for low cost self financing, and 
the traction company had a mortgage 
under which a relatively large amount 
of bonds were outstanding. So the larg- 
est and strongest company guaranteed 
the traction bonds, then placed all the 
Colorado Company securities and the 
traction company stock under its own 
mortgage, thereafter financing by sell- 
ing to the public its own bonds and 
preferred stocks. This you will recog- 
nize as a typical situation, all legally 
and openly accomplished to the real ad- 
vantage of the communities served as 
well as the public investors in the com- 
bined properties. 


Now under the Wheeler-Rayburn 
bills what happens? The Utah Power 
& Light is by decree made a holding 
company although in fact it is primarily 
an operating company, 86 per cent of 
the consolidated companies’ revenues 
coming from its own operations. There 
is no escape for any such company in 
the Rayburn Bill and even the re- 
stricted way out in the Wheeler Bill 
is closed. Wheeler Sec. 3(a) (2), (p. 
18), does not apply, as it is not in- 
corporated in one of the states in which 
it operates; the vague proviso in Sec. 
11-b-3 (p. 45) won’t save it even if 
both the FPC and the SEC should 
graciously decide te let it live, as it can 
scarcely be shown that “the holding 
company relation is necessary under the 
applicable state law.” So it goes to the 
condemned row and on Jan. 1, 1938, 
(Rayburn Sec. 10-b-2 (p. 36) ; Wheeler 
Sec. 11-b-1 (p. 44) we must go to our 
trustee and request release of the se- 
curities of the Colorado Company 
and quite possibly also that part of 
the physical property of the Utah 
Company which is not geographically 
integrated with the main body but is 
supplied over intervening transmission 
lines of an affiliated but in no wise 
owned or controlled company. Under 
the indenture and deed of trust the 
trustee cannot release those securities 
and property unless other property, cash 
or outstanding bonds are substituted. 
This is impossible. So in a little over 
two years our Company is placed in a 
helpless impossible situation which opens 
the way for operation of Rayburn Sec. 
10-C (p. 38) or Wheeler Sec. 11(d) 
(p. 46), whereby the SEC makes ap- 
plication to the Federal Court which 
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forthwith takes exclusive jurisdiction 
and possession of the assets of the com- 
pany. Next, by the mandatory provi- 
sion of the Bills, the Court must ap- 
point the applicant SEC as sole trus- 
tee to operate the property—and gov- 
ernment operation has begun. A simple, 
swift and sure process. 

Let me give you another illustration 
by quoting the effective parts of three 
sections of the Wheeler Bill. To make 
the case specific, I will again refer to 
my own company. Our mortgage re- 
quires the retirement of 214 per cent 
of the face value of outstanding bonds 
at the end of each year. To meet this, 
bonds are purchased to whatever ex- 
tent is necessary during the year with 
funds temporarily borrowed from our 
holding company. At the close of the 
year these bonds are turned in for can- 
cellation. The Commission might hold 
that such borrowing or the use of our 
own cash would be an impairment of 
our working capital—after all, it’s left 
entirely within the judgment of the 
Commission. Now watch the working 
of the bill, and I shall read only the 
actual language of the parts of the sec- 
tions appertaining: 

“Section 12(c). (p. 53) 

It shall be unlawful for any registered 
holding company or any subsidiary company 
thereof ... to acquire, retire, or redeem any 
security of such company, in contravention 
of such rules and regulations or orders as 
the Commission deems necessary or appro- 


priate ... to safeguard the working capital 
of public-utility companies. 


“Section 18 (f). (p. 77) 


Whenever it shall appear to the Commis- 
sion that any person is engaged or about to 
engage in any acts or practices which con- 
stitute or will constitute a violation of the 
provisions of this title, or of any rule, regu- 
lation or order thereunder, it may in its 
discretion bring an action in the proper dis- 
trict court of the United States . . . to enjoin 
such acts or practices and to enforce compli- 
ance with this title or any rule, regulation, 
or order thereunder, and upon a proper 
showing a permanent or temporary injunc- 
tion or decree or restraining order shall be 
granted without bond. 


“Section 11(f). (p. 49) 


If, in the judgment of the Commission, 
any registered holding company or any sub- 
sidiary company thereof is . . . unable to 
pay its debts as they mature, the Commission 
shall have power to institute proceedings for 
the reorganization of such company under 
Section 77B of the Act of July 1, 1898, 
entitled ‘An Act to establish a uniform 
system of bankruptcy throughout the United 
States’ as amended. In any proceeding pur- 


suant to this section or in any other proceed- 
ing in a court of the United States, whether 
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under said section 77B or otherwise . 

in which a receiver or trustee of any such 
company or any assets thereof is appointed, 
the court shall have jurisdiction to appoint 
a trustee or receiver, and, at the request of 
the Commission, shall have power, and it 
shall be the duty of the court to constitute 
and appoint the Commission as sole trustee 
or receiver.” 

Oh, no! This is not just a holding 
company bill! 

Right here let me make this general 
observation. The opportunities for most 
operating companies to escape the pen- 
alties provided for the holding company 
are slim at best and then only at the 
will and during the good pleasure of 
the SEC and the FPC. Keep in mind 
that federal bureaus over the years have 
not been inclined to lessen the scope of 
their activity and authority. Quite the 
opposite. 

Rayburn Sec. 10 and Wheeler Sec. 
11 are both entitled “Simplification of 
Holding Company Structures.” These 
sections apply to every registered hold- 
ing company and subsidiary company 
thereof, so most of us will come under 
these provisions and be “simplified.” 
This surgical simplification by which 
arms, legs, and finally corporate life 
itself are to be removed, leaves little 
else of importance to discuss. Six and 
a half years pass so quickly, and then 
because of conditions created by these 
Bills, which now seem impossible to 
meet, our entire operations become a 
job for the Federal Court and the 
SEC. 


However, for the purpose of this dis- 
cussion, let’s be simple now, and ignore 
the death sentence. How else will these 
Bills effect us during the period of our 
reprieve? 

As an electrical industry we have a 
big job ahead. The type of job we 
relish—a constructive work embracing 
the nation in its scope. For years we 
have envisioned average residential use 
of 1000-1500-2000 kwhr. Even dur- 
ing the depression we have not stopped, 
and when business history of this period 
is written, the Electric Refrigeration 
Activity from 1931-1934 will stand a 
shining mountain of achievement. Our 
same hard-hitting, intelligent Company 
people can do the next big job of use 
building, air conditioning and further 
extension of the fine work already done 
in rural electrification but we must have 
new money—lots of it. 

The principal sources for new money 
to which we have been accustomed, i.e., 
institutional investors and direct sales 
of securities in our local territories, are 
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not now available. The depression and 
more lately fear of government compe- 
tition and legislative destruction have 
dried up the new money streams in 
utility fields, so we can only look to 
our holding companies for funds to carry 
us through this period—which in the 
normal course of events will be but 
temporary—and the holding companies 
by and large have not and are not fail- 
ing to meet this responsibility. Money 
is being provided for such extensions 
and betterments as the public requires. 


Under this proposed legislation this 
last source of private capital will be 
dammed the day the legislation becomes 
effective. Faced with the necessity of 
liquidation, the holding company man- 
agement must act for that army of in- 
vestors—great and small—who have 
put their money into holding company 
securities. As a result of the new law, 
funds available will have to be con- 
served and loans collected. Advances 
for permanent property can no longer 
be made. The operating companies will 
of necessity be called upon to meet their 
obligations to their holding companies. 
No other private lenders will loan the 
large amounts currently needed to care 
for the industrial advance—the first 
stirrings of which are now becoming so 
evident. Power is too essential to per- 
mit postponement and the demands must 
be met. The only answer will be the 
government and so a socialization of the 
industry will be under way along still 
another course. 

Now let me call attention to the next 
major development. In both bills Title 
I prescribes a process of dissolution 
which is apparently graduated over a 
few years, but Title II becomes effec- 
tive immediately. Federal regulation 
will begin at once, there is no waiting 
period for the end of local control; and 
the recasting of our physical properties 
to fit into the schemes of the national 
planners will be under way forthwith. 

The general declaration of policy is 
found in Rayburn Sec. 213 (p. 103), 
and the Wheeler Part II, Sec. 201, 
para. (a) (p. 116) I will read from 
the Wheeler Bill. 

As to regulation, Senator Wheeler 
in his Committee Report on S.2796 dis- 
misses the maintenance of State control 
with this paragraph—“O. Errect 
on State Laws. In order further to 
insure the autonomy of State commis- 
sions, the committee has provided in 
Section 21 that nothing in the title shall 
exempt any public utility company from 
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obedience to the requirements of State 
regulatory law.” Fine! But what does 
his bill say? Sec. 21 tells the true 
story (p. 81). 

So the day this legislation as now 
before us is approved, the federalization 
of local control is under way. 

Again let me quote from the Wheeler 
Report: 


“2. The General Purposes of Title I. 


This title is concerned only with holding 
companies in the public-utility field, defined 
for the purposes of the title as companies 
which ‘control’ operating public-utility com- 
panies. Title I does not eliminate any op- 
erating utility company or regulate it in any 
of its operating functions. It deprives no 
operating company of any property or facil- 
ity; it destroys no values.” 


Apart from the fact that most operat- 
ing companies automatically become 
holding companies under the Wheeler 
Bill, or are caught by Title I as sub- 
sidiary companies, I call your attention 
to Part III, Sec. 316 (p. 150)— 
and also to Title I, Sec. 21, which ° 
I have just read. This sequence must 
give supreme jurisdiction to the SEC 
and with the wideness of its scope it is 
my opinion that our every corporate act 
will be subject to the SEC or FPC 
either by direct provision of the bills 
or by enforced conformity with their 
subsequent rules and prerequisite con- 
ditions to be contained in future cer- 
tificates, permits, and licenses. The au- 
thority is there and if experience teaches 
anything we know it will be exercised. 
Such is the purpose of the bills. 

Time and your patience will not per- 
mit a complete discussion of every fea- 
ture of these bills as they affect the 
operating company, and in my limited 
knowledge I am not capable of trac- 
ing out the full import of the intricate 
pattern which they weave; but very 
briefly I will point out a few of the 
other direct and immediate consequences. 

Rayburn Sec. 204(a) (p. 107) will 
give the FPC a large measure of con- 
trol over future industrial development 
in our various territories. In mining, 
large industrial, and even future agri- 
cultural development, power is deter- 
minative. It is within the authority 
conferred by this section for the FPC in 
its broad assignment of the present or 
future public convenience and necessity, 
to go beyond consideration of electric 
utility affairs and rule upon an applica- 
tion for a transmission line or facility 
extension on the ground of its (the 
FPC) conception of general public con- 
venience and necessity as affected by the 
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enlargement of the industry to be sup- 
plied. For example, suppose the na- 
tional planners decide cotton should be 
processed in Alabama, then there will 
be approved no more power extensions 
to supply new spindles in New En- 
gland; or again suppose that viewed in- 
ternationally they conclude that this 
country is producing as much copper 
as it should, then no new lines can be 
built to develop more copper mines. 
Thus a controlling grip is obtained over 
industrial development, one section 
against another, or the so-called planned 
economy against the exercise of the will 
of a free people. And in view of at- 
tempts made in recent years to control 
by centralized authorities the destinies 
of all the people, who will say that such 
construction of this section of the bill is 
too fantastic? 


Another far flung extraneous power 
over non-utility concerns is contained in 
Rayburn Sec. 215 (page 121)—and 
Wheeler Sec. 15(d) (pp. 66-67). If 
and when this power conferred upon 
the FPC is invoked—who will do busi- 
ness with us? Outside concerns will 
not willingly submit to commission pry- 
ing on the scale here set forth, and it 
requires no stretch of imagination to 
conceive the vendors of goods and ser- 
vices so limited that utilities will have 
to pay more for what they buy and be 
greatly restricted in the selection of 
firms with whom they can deal. It is 
not within my assignment to discuss the 
motives back of the ‘“‘reaching-out” pro- 
visions of this character. 

Many companies operating in the 
more sparsely settled parts of the coun- 
try rely upon the Service Company for 
specialized activities and advices. These 
services cover a wide range from the 
recent preparation of the involved ap- 
plications for permanent registration of 
our securities on the Stock Exchange, 
to the design and installation of a spray 
pond to tide over the effects of a drought 
reduced condensing water supply. 

The cost of these services is subject 
to present scrutiny and control by our 
state regulatory authorities both as to 
value to the receiving company and cost 
to the associated supplying company. U. 
S. Supreme Court decisions of the past 
few years have established such right, 
regardless of the location or state of 
incorporation of the Service Company. 

The results to date of the coordinated 
experience and skill in the Service Com- 
pany organization have made it possible 
for the operating companies in the more 
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thinly populated states to bring to their 
towns, villages and rural territories, the 
same high quality of service, at no 
greater cost than prevails in the average 
of the large cities. 

By Wheeler Sec. 13 (p. 56) the Ser- 
vice Company is abolished on April 1, 
1936, and by Rayburn Sec. 12(a) (p. 
46) such companies must cease on Jan. 
1, 1936. None but the so called mutual 
service companies are to be permitted 
thereafter, and these can be formed only 
upon approval of the FPC to do such 
things and in such manner as the FPC 
shall determine. The power is so broad 
that the FPC can control even the per- 
sonnel of the service company staff. 

While on this subject I am moved 
to wonder why the drafters of this leg- 
islation allowed up to 6% years for dis- 
solution of the holding companies, but 
struck down the service company almost 
at once; unless the intent is immediately 
to weaken the smaller operating com- 
panies. In any sense of fairness the 
so-called mutualization of service com- 
panies should await the final determina- 
tion of the location, extent and area of 
the later-to-be-patched-up “geographi- 
cally and economically integrated” sys- 
tems, so both the companies and the 
FPC might know what companies may 
mutualize and form their cooperative 
service organizations. There is no ap- 
parent logic or reason for the four or 
five year gap between the immediate 
destruction of the service company and 
the final dissolution of the holding com- 
pany. 


Shakespeare said: “There is a destiny 
that shapes our ends.” Well, if this 
legislation is enacted, there will be a 
Federal authority that will shape our 
whole figure! The present electrical 
power pattern is all wrong, so our na- 
tional planners are going to melt it 
down and recast it in molds of their 
own designing. 

After having isolated the operating 
companies into self-contained units, the 
bills next provide for incorporating them 
into reintegrated systems planned by the 
Federal designers in Washington. This 
is not a matter for the future. True, 
Rayburn Sec. 29 (p. 75) and Wheeler 
Sec. 30 (p. 89) direct the FPC to make 
studies and investigations of public 
utility companies, the territories served 
or which can be served, the manner in 
which the same are or can be served, 
and to determine the sizes, types and 
locations of public utility companies 
which do or can operate most economi- 
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cally or efficiently in the interest of the 
public, the investors and consumers ; and 
thereafter the FPC shall publicly rec- 
ommend the type and size of geograph- 
ically and economically integrated pub- 
lic utility companies which can _ best 
promote and harmonize the interests of 
the public, the investor and the con- 
sumer. There can be no serious ob- 
jection to an investigation and report. 
If the companies are ultimately to be 
reshaped corporately and geographically, 
a lot of careful, intelligent investigations 
should come first. 


Unfortunately, that’s not the whole 
story, or even the important part of it. 
Rayburn Sec. 203 (pp. 105 and 106) 
directs the FPC “to establish regional 
districts for the control of the produc- 
tion and transmission of electric energy, 
including interchange of energy, inter- 
connection of facilities, and determina- 
tion of the uses to be made of the fa- 
cilities in such districts,” and Wheeler 
Sec. 202 (pp. 118-120) directs the 
FPC “to divide the country into re- 
gional districts for the interconnection 
and coordination of electric facilities. 
Each such district shall embrace an area 
which, in the judgment of the Commis- 
sion, can economically be served by such 
interconnected and coordinated electric 
facilities.” In both bills these sections 
become effective upon approval of the 
bill. An investigation may be made 
later, but the plastic surgery starts at 
once. 

To accomplish these ends and to per- 
mit the more rapid development of the 
government owned systems, both bills 
provide for making existing interstate 
transmission lines common carriers. I 
am familiar with the assertions that the 
amended Wheeler Bill does not contain 
the Common Carrier clause. Let me 
read from the report submitted by Sen- 
ator Wheeler with his bill (S.2796), 
page 19, paragraph C. 

Let’s look at the bill—Sec. 202(c) 
(p. 120), lines 6 to 18. Now a short- 
age of market for Government surplus 
power from TVA, Bonneville, Grand 
Coulee, Boulder Dam, Casper-Alcova, 
Fort Peck and other huge plants under 
construction or in prospect, may well be 
construed by the FPC to be an emer- 
gency due to “other causes” and a “tem- 
porary connection” be ordered to trans- 
mit this power and sell it in existing 
private company markets “to serve the 
public interest.” 

Even the Wheeler report admits this 
is but the “first exercise of Federal 
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power over electric companies.” The 
temporary steel tower or type H high 
voltage lines once constructed by order 
of the FPC at the expense of the private 
company is the first step. The next is 
a much shorter one when the FPC 
makes the connection permanent and 
compels the closing of existing private 
power sources so the government plants 
may find an outlet for their energy upon 
such terms as the FPC itself finds to 
be “just and reasonable.” 

And the same bill in its strange pre- 
amble (Sec. 1(b) (8) (p. 4) condemns 
public-utility companies because they 
“often enter into transactions with af- 
filiates in which the absence of arm’s 
length bargaining operates to the detri- 
ment of investors and consumers.” Can 
that be worse than operating in com- 
petition with tax built government 
plants at strong arm’s length of a Wash- 
ington Commission with power at will 
to close its grip about the throat of 
the hapless private operating company? 

If you doubt the application of Sec. 
202, let me point out another place 
where the drafters of this bill have 
hidden poison ivy in the woods. Cut- 
ting through the trees of extra words, 
Sec. 207 (p. 129), reads as follows: 

“Whenever the Commission, after a hear- 
ing had upon its own motion or upon com- 
plaint, shall find that any .. . practice or 
facility of any public utility, or the method 
of production, transmission, or supply em- 
ployed by it, applicable to or used in supply- 
ing any service subject to the jurisdiction 
of the Commission is . . . improper, in- 
adequate or insufficient, the Commission shall 
determine the proper, adequate, or 
sufficient . . . practice, equipment, appliance, 
facility, or method to be observed, furnished, 


constructed, enforced, or employed and shall 
fix the same by its order, rule, or regulation.” 


So we are right back to the original 
provision with the authority vested in 
the FPC to order extensions at the ex- 
pense of the private company, but for 
such purpose as the FPC, upon its own 
motion, may determine, including com- 
mon carrier use for government power. 

In passing, let me note much con- 
fusion exists in the public mind as to 
the use of transmission lines as common 
carriers. A group of engineers recently 
aptly covered this point as follows: 

“When production and use are of necessity 
simultaneous, the common carrier theory 
cannot be put into effect without detriment 
to service. Railroads and pipelines handle 
bulk movements of tangible things. Storage 
is possible to greater or less degrees and it 
is not necessary to have movement and use 
exactly coordinated. In the case of electricity 
there can be no storage, there can be no 
delay in delivery, but at the moment of use 
the transference of energy at the generating 
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plant must take place and its transmission 
from that point to the point of use. This 
very fact has controlled the engineering and 
construction of the systems of every com- 
pany, and for effective service they must be 
completely under the control of one central 
load dispatcher. The common carrier theory 
can only be accomplished by such an en- 
largement of facilities as will probably 
be uneconomical. Certainly any such plan 
should have preliminary to it exhaustive 
studies and the economics thereof deter- 
mined.” 
x * * 

To summarize—these bills make pos- 
sible, and I believe are designed to 
reach the operating company and to 
incorporate it into a Washington con- 


‘ trolled socialized power system by— 


(a) Breaking down the strength and 
cohesiveness obtained through 
the holding company. 

(b) Weakening the companies in 
sparsely settled areas by outlaw- 
ing the service and management 
company. 

(c) Drying up the only present 
source for new money now avail- 
able to the smaller companies. 

(d) Precipitating managerial and fi- 
nancial receiverships with SEC 
thereafter in charge as sole trus- 
tee or receiver. 

(e) Federalizing actual control over 
operations and of necessity over 
rates. 

(f) Reclassifying and reshaping the 
operating territories, inevitably 
to the advantage of the tax built 
government operated systems. 

(g) Enforced incorporation of ex- 
isting systems into the govern- 
ment owned national super power 
plan. 


Finally—Exit the private operating 
company. 

I cannot leave the rostrum with such 
a dismal picture held before you. I 
agree with the ringing words of the 
president of our Institute delivered here 
yesterday morning: “Be of good cheer 
—fight on.” There is no demand for 
this legislation from the taxpayers, from 
State authorities, from consumers, from 
investors, or from company employees. 
They are united against it. No one 
supports it but government employees 
who either want to try out new theories 
without cost or responsibility to them- 
selves, or who want a nation-wide ex- 
pansion of Federal departmental power. 
The purpose of the bills—original and 
revised—is becoming identified with the 
authors," and the American people—to 
say nothing of the Supreme Court— 
will not abide it. 
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The President’s Address 
(Continued from page 181) 


legislation. In the maelstrom of legis- 
lation which is under consideration in 
Washington, it is difficult for this com- 
mittee, or anyone else, to focus the at- 
tention of Senators and Representatives, 
generally speaking, upon the merits or 
demerits of such legislation. It has be- 
come involved in the vortex of politics 
and, under such circumstances, the real 
merits or demerits of legislation are not 
always considered. 

Whence comes the demand for this 
legislation? At neither the hearings 
before the House Committee nor the 
Senate Committee did any consumer or 
any investor, or any citizen other than 
the Corcorans, the Cohens, and the other 
hirelings of the Government appear in 
its favor. On the other hand there has 
been seemingly a universal voice of pro- 
test against it from the companies them- 
selves; from investors; from insurance 
companies, who are large holders of our 
securities; from savings banks; and from 
fair-minded citizens generally. What 
is it all about? I will not bring my- 
self to speak in any terms of disrespect 
of the President of the United States, 
but I do not think I go too far when 
I say that he seems to have an obsession 
on this subject. If I may say so with- 
out offense, I think the great mistake 
of his administration is trying to com- 
bine too much reform, that needs to be 
carefully digested before enactment, 
with recovery—the need for which is 
instant. I make bold to say that this 
attitude of the adminstration with refer- 
ence to this particular industry is doing 
more harm to recovery, generally speak- 
ing, than all the expenditures of money 
and other palliatives coming out of Con- 
gress are doing good. And that if the 
administration would announce that this 
kind of thing was to cease, and that 
Government from henceforth would 
attend to its own proper activities, and 
give business a chance to come back, 
recovery would blossom as do the roses 
at this time of the year. If the Govern- 
ment, however, is to persist in its atti- 
tude, it is up to the industry to fight for 
its life. The kid glove stage has passed! 

So far as my own company is con- 
cerned—which fortunately is rather 
happily situated, as it is but a single 
integrated system—I will stand upon 
the bridge to the end and go down if 
need be. But our ship will not sink and 
neither will yours. Justice and truth 


are upon our side, and the right will 
Therefore be of good cheer! 


prevail. 
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The Effect of the Wheeler-Rayburn Bill 
on Operating Utility Companies 


By Jack G. Holtzclaw 


President, Virginia Electric § Power Company, Richmond, Virginia 


An address before the Third Annual Convention of the Edison Electric Institute, Atlantic 


ILED high on the desks in our 

offices at home, we have every 

manner and kind, dissection and 
discussion from and by executives, law- 
yers, editors, investors and Brain Trust- 
ers, concerning the effect of the passage 
of the Wheeler-Rayburn Bill on the util- 
ity industry in America. In addition, we 
have the Congressional publications con- 
taining the thousands of pages of testi- 
mony before the Committees of both the 
House of Representatives and the Sen- 
ate, and the filed statements of wit- 
nesses who did not appear in person. To 
read and digest even a substantial part 
of this mass of information is a hopeless 
task, and yet I am sure it has afforded 
many hours of interesting study for all 
of us who have attempted to follow 
the proceedings during the past three 
months. 


We, out in the field, take off our hats 
in sincere admiration for those gentle- 
men .of the Committee of Utility Exec- 
utives who have remained on duty in 
Washington throughout these trying 
months, and who have unselfishly given 
their entire time and a magnificent ef- 
fort, to the end that those upon whom 
the responsibility for this drastic legis- 
lation rests shall not be able to claim in 
years to come that they did not realize 
that its passage would be so far reaching 
in its destruction of private investment, 
and that they, as the chosen representa- 
tives of the people of democratic Amer- 
ica, did not understand that they were 
responsible for the enactment of her first 
real legislative step toward State So- 
cialism. How discouraging it must have 
been to you during the last days of the 
hearings, when you realized that the 
lowest criminal on trial for his life can 
force judge and jury to sit for months 
to hear his plea and his defense, and yet 
you, representing millions of consumers, 
investors and employees, on trial for the 
life of this industry, were forced to tell 
your story and make your plea to a 
minority of the Committee who came 
and went as pleased the individual. 

If you have even casually read. the 
statements that have been filed and the 
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testimony that has been presented in per- 
son by the outstanding men in the elec- 
tric industry in America, you have been 
impressed, I am sure, by the candor of 
the statements, by the frank admission 
that many things have been done that 
should not have been done, and would 
not be repeated, law or no law; that 
legislation to correct and prevent such 
ill-advised action in the future is wel- 
comed; that Federal regulation and 
supervision where State Governments 
are unable to act is most desirable; that 
this industry, which represents one of 
the outstanding accomplishments in the 
industrial and engineering history of 
America, welcomes and invites rigid reg- 
ulation to fill all the gaps that exist in 
order that it, as one of the most natural 
of all natural monopolies, may continue 
to serve the American people, with their 
enormously increasing demand, without 
fear of financial strangulation, nor the 
wild hope of fabulous profits, but that 
its investors of every class may hope for, 
at least, the right to continue to earn a 
reasonable return on the fair value of 
the property which represents their 
savings. 

You have been impressed that no 
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claim of lily-white business behavior has 
been made, despite the fact that testi- 
mony to the contrary from the opposi- 
tion would indicate a devilish aptitude 
on the part of utility magnates to rob, 
pillage, sack and burn, and then to art- 
fully cover their misdeeds with a white- 
wash of propaganda, or to lull the 
public, both customer and investor, to 
the sleep of false security with soft 
words in the press and lying figures on 
the balance sheet. 

I doubt if ever a more one-sided case 
was prepared, upon the foundation of 
which a devastating piece of legislation 
was to be proposed, than the case against 
the utility industry as prosecuted by the 
Federal Government through its various 
Commissions and Bureaus. Certainly 
there must be some good in the industry. 
There must be some claim to a “good 
job well done,” and something done 
right to offset some of the crimes of 
which it is accused and against which 
this legislation is directed. But, true 
though this be, this ex parte investigation 
has not disclosed it to the public, nor to 
those in Washington who are our judge 
and jury today. 


The super-crime of which this entire 
industry has been accused and found 
guilty is the politically unforgivable 
crime of success. The immortal Emer- 
son wrote to the effect that “if a man 
write a better book or preach a better 
sermon or build a better mouse trap, 
though he build his home in the wilder- 
ness, the world will make a beaten path 
to his door.” He might well have added, 
certainly as concerns corporate success, 
that the world may be expected to bring 
along a police officer and an investigat- 
ing committee, to ferret out the dishon- 
esty that made success a possibility. 

There is one thing in our favor, which 
we know and over which all of us can 
rejoice, regardless of the outcome of: this 
or other political persecution, and that 
is that our customers have not been the 
complainants at any stage in the pro- 
ceedings. It must be that they, twenty- 
two million strong, are not and have not 
been up in arms. That seems about the 
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only consolation left, so make the most 
of it and be contented in its truth. 

Now, to revert to that pile of papers, 
briefs and documents on my desk and 
yours. I again doff my hat to the Com- 
mittee in Washington and express what 
I know is the feeling of every executive 
in the Nation—the thanks of all of us, 
that we in the field have been kept so 
interestingly informed as to what was 
being done to tell the utility story to 
those who sit in judgment under the 
dome of the Capitol. 


It is a proper assumption, I am sure, 
that every man, and many of the ladies 
present, have read and heard of the ef- 
fect of the Wheeler-Rayburn Bill on 
both holding and operating companies. 
It is a proper assumption, I suppose, that 
every man and woman here tonight is 
associated with the utility industry or 
some corollary industry, and many of 
you, being executives, have already dis- 
cussed the legislation with employees, 
friends and the public in general to such 
an extent that a further discussion with 
you is a very exaggerated case of “‘carry- 
ing coal to Newcastle.”” However, on 
the assumption that there be some among 
you who do not already know as much 
about it as I know, I shall give you my 
ideas of the effect of this destructive 
legislation on our operating companies. 

Since a large majority of our operat- 
ing companies are part of a holding com- 
pany system, we are vitally interested 
in both Title I and Title II of the pro- 
posed Act. You are all familiar with 
the fact, I am sure, that the Act is di- 
vided into two major parts; Title I, 
relegating authority over holding, com- 
panies to the Securities Exchange Com- 
mission, and Title II, by amendments to 
the Federal Water Power Act, granting 
to the Federal Power Commission al- 
most unlimited powers over all operat- 
ing companies. 

It is very difficult to say which of 
these two titles affects us as operating 
companies most, each is so thoroughly a 
part of the other. The operating com- 
pany is the kernel of the nut, so to 
speak, the holding company is the shell 
which preserves and protects the kernel. 
Squirrels, in their effort to reach the 
kernel, are interested in the shell only 
insofar as its destruction is necessary in 
order that they may reach the kernel to 
devour it. Title I provides the grinding 
teeth for the destruction of the shell. 
Title IJ devours the kernel. 

This holding company legislation has 
not been drawn in such murderous form 
because of past misdeeds of holding com- 
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panies, nor because it is seriously thought 
that they are not economically sound 
business organizations. These are but 
smoke screens behind which a far-reach- 
ing program of Nationalization is being 
constructed. And since this is the objec- 
tive, it has been so drawn because these 
holding companies today are the owners 
of a substantial majority of the public 
utility operating companies in the coun- 
try, and so long as they exist in such 
capacity, it is not simple to break up and 
acquire the operating groups as easily as 
is desired by those who sponsor govern- 
ment control and operations. It is not a 
question of how much value the holding 
company is to the operating company 
from a technical, legal, engineering or 
other viewpoint. It is not a question of 
whether financing of the operating com- 
panies can be handled by a holding com- 
pany to a better advantage. It is not a 
question as to whether or not the com- 
bined counsel and advice of those men 
in the holding company groups are of 
such benefit to the operating companies 
to justify their existence. Testimony to 
support all of these points has been 
ample to justify the holding company in 
each and every respect, but it seems evi- 
dent that to a large extent it has fallen 
upon politically deaf ears—deaf because 
some do not wish to hear and under- 
stand, and deaf because of the knowl- 
edge that if heard and understood they 
cannot help but be inwardly convinced. 
The plan of those in power is to crack 
the shell of the nut and destroy it that 
the kernel might be devoured. From the 


viewpoint of us operating men, that is. 


the tragedy of Title I. 

Those of us who have been associated 
with holding company organizations 
during almost the entire period of their 
growth, realize the definite and positive 
value of the relationship. We cannot 
help but recognize the loss if this rela- 
tionship should cease, and yet Title I, if 
passed as written or amended, will mean 
that in a few years, this relationship will 
definitely terminate and the families will 
be scattered to the four winds, so to 
speak—kicked out of the home in which 
they have been nurtured and have 
thrived and cast footloose upon the 
world to rustle for themselves and fight 
single-handed the enemies who will, un- 
less the political complexion changes re- 
markably, continue to close in aggres- 
sively on all fronts. This setting of the 
stage for the conflict of the future brings 
us to the effect of Title II, because 
Title II plans the lines upon which the 
battle is to be fought and it gives to the 
enemy every salient advantage, leaving 
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you without aid or ally and without 
even a small supply of ammunition. 

You operating men are going to find 
yourselves answering this question: “Can 
I, if | have an opportunity, operate my 
company in the future without my hold- 
ing company affiliations, as I have oper- 
ated it in the past?” You will naturally 
answer this question in the affirmative, 
because there is nothing else left for you 
to do, and, if you are so fortunate as to 
be in charge of a well organized and 
financed company, operating in a large, 
prosperous, stable and reasonably con- 
servative community, I have not the 
slightest doubt but that you and your 
board of directors can do a satisfactory 
job for the public and stockholders just 
as you have done in the past. Our hold- 
ing company people lay no claims to 
being supermen, nor to any particular 
brand of genius, but they have been re- 
sponsible, largely by the exercise of fore- 
sight, mental acumen and by process of 
business evolution in legally bringing 
together utility properties and groups of 
properties of every kind and character 
and legally welding them under central- 
ized control into unified systems which, 
even though made up of profitable and 
unprofitable operations, may be a suc- 
cess. If you happen to be so unfortu- 
nate as to be in one of those unprofitable 
groups and your holding company sup- 
port is removed I gravely fear serious 
consequences for the future. You have 
been able to keep going through good 
times and bad, due to the fact that you 
were a unit of a large group, but now 
that you find yourself standing on your 
own bottom, you face a situation which 
is, to some extent, foreign to your past 
effort and experience, and, in addition 
you find yourself hopelessly enmeshed in 
the web of Federal domination so care- 
fully ‘provided in the far-reaching pro- 
visions of this act. 


You will find that the Federal Power 
Commission has been granted absolute 
authority to take control of the heart 
and arteries of your system, your power 
plants and your transmission lines—all 
of them—even though you may have 
only a very small portion of your busi- 
ness in another state. Those who drafted 
the Act apparently felt that all author- 
ity. needed to accomplish its purpose 
would simply be that which would direct 
the Power Commission to tell the oper- 
ating companies what they can do, how 
they can do it and when they can do it, 
in every major phase of the company’s 
operations, so that with such all-embrac- 
ing authority there can be begun the 
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building of a mighty nation-wide hook- 
up, in the operation of which the owners 
will have no voice. It is evident that 
the primary purpose, in the abolition of 
the holding company, lies in the belief 
that financial embarrassment of the op- 
erating units will force them later, in 
their distress, to seek Governmental aid, 
and thereupon to become easy prey in 
the scheme of Socialization. Just so 
surely as Title I of this Act is designed 
and destined to completely abolish most 
holding companies, just so certain will 
Title II result in the abolition of the 
operating utility as a privately operated, 
privately managed institution. 

Just picture to yourself several years 
ahead, when the holding company has 
been abolished and yours is one of the 
many operating companies throughout 
the Nation which has been left on its 
own, to work out its own salvation. 
The Calendar of Progress has been 
turned back twenty years. You will find 
it necessary to revamp many of your 
operating methods and to resort strictly 
to local management with your officers 
and directors and without that most val- 
uable, competent and efficient advice 
which has been yours during the past 
years and which has come to you based 
upon years of experience which date 
back to the very founding of the electric 
light and power industry. What are the 
major problems that will face you as an 
operating executive under these new 
conditions ? 


First, you have your policy of financ- 
ing; second, the policy of growth and 
expansion in keeping with increased de- 
mands; third, the policy of relationship 
with your neighboring orphaned utili- 
ties; and, fourth, the policy of local op- 
eration and personnel. 

In the matter of policy of financing, 
you will find that the Federal Securities 
Commission and the Federal Power 
Commission, as well as your own State 
Commission, must review and pass upon 
and authorize every piece of financing 
which is contemplated by your Com- 
pany, either to refund existing indebted- 
ness or to provide for the new money 
which is constantly necessary in the pub- 
lic utility business. You will find that 
the Federal Commissions have authority 
far greater, I believe, than most State 
Commissions have ever felt it necessary 
to seek. The Federal Commissions can 
completely exercise the function of 
management in this matter and are au- 
thorized to lay down the most drasti- 
cally prohibitive rules as to the character 
of your future financing. The decision 
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of the Commission as to the necessity of 
such financing and its purpose is final. 
You will find that your depreciation 
reserve, which in the past has been re- 
invested in your property, must now be 
placed in cash in a special investment 
fund, at interest if possible, and used 
only for such purposes and under such 
rules and regulations as the Commis- 
sion may prescribe, and yet, if I recall it 
correctly, no serious charges of miscon- 
duct in financing have yet been aimed at 
the operating companies under holding 
company control, or otherwise. 


As an operator of an independent 
utility, you will find in the matter of 
judicious expansion of your property, 
you are without the power to judge your 
course and that the prerogative of man- 
agement has been taken away from you 
to the extent of having your property 
and investment used for the benefit of 
others without your consent. You will 
find that under H. R. 5243 “no public 
utility shall undertake the construction 
or extension of any facilities subject to 
the jurisdiction of the Commission, or 
acquire or operate any such facilities, or 
extension thereof, or engage in produc- 
tion or transmission by means of any 
such new or additional facilities or re- 
ceive energy from new source, unless 
and until there shall first have been ob- 
tained from the Commission a. certificate 
that the present or future public con- 
venience and necessity require or will 
require such new construction, or oper- 
ation or additional supply of electric 
energy,” and further, that it is provided 
in S. B. 2796 that “the Commission is 
empowered and directed to divide the 
country into regional districts for the 
interconnection and coordination of elec- 
tric facilities.” In those drastic control 
provisions is set the trap which, when 
sprung, makes you simply a unit in a 
Federal system. 

You and your board of directors will 
find that you cannot build or add to a 
power house or build a transmission line 
or make a contract with one of your 
neighbors without the Commission’s ap- 
proval, and you will further find that 
you are face to face with the impossible, 
in that your lines through “interconnec- 
tion and coordination” or whatever 
names they may give it, have practically 
been opened to the public as a means of 
transportation, upon which a foreign 
kilowatt has equal rights with your own. 

This matter of your managerial pol- 
icy, which refers to the relationship with 
your neighboring companies and the 
buying and selling of power as occasions 
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justify, is of utmost importance in these 
days in the interest of capital and oper- 
ating economies and system protection. 
And yet, you will find that you must go 
to the Federal Government, your com- 
petitor, and stand by while they pass 
judgment upon whether or not contracts 
for additional supply shall be made 
either to buy from or sell to your neigh- 
boring companies any such surplus as 
each may possess, and they have the 
power to force interconnections that may 
be, in your judgment, both unwise and 
unsound. It is hoped, so says the Act, 
that these interconnections and coordi- 
nations may be arranged by voluntary 
agreement, but, if not, then that’s where 
your Government steps in whether you 
like it or not. 


There is no doubt as to the nature of 
orders which shall emanate from Wash- 
ington as to these private contracts for 
interconnections and power supply. In 
providing “interconnection and coordi- 
nation,” your systems are removed from 
the jurisdiction of their owners and, 
though no such intent may be expressed, 
it is certain that the final outcome of 
the exercise of this authority will be to 
make use of the systems of your operat- 
ing companies to load the gigantic power 
plants proposed or now being built with 
government money in the four quarters 
of the country; and this for the simple, 
though excellent, reason that there is no 
market elsewhere for the tremendous 
amount of power to be generated as a 
result of these Federal flood control, 
navigation, soil erosion, reforestation, 
social betterment, unemployment experi- 
mental yardsticks. Designed as “yard- 
sticks,” developed as “whipping posts” 
they will culminate as “stocks,” in which 
will be pilloried millions of thrifty 
Americans, who have, in good faith, 
used their money and their energy to 
build this private business. 

The next major policy of your man- 
agement has to do with matters of a 
strictly local nature concerning local 
policies, operation and organization, and 
it is apparent that until the more im- 
portant social phases of the matter are 
disposed of, you will be left with the 
power to govern your local operations 
under State Commission control. The 
matter of local rates and other local 
affairs constitute too small a part of the 
big picture to be of particular interest 
to the socially minded gentlemen who 
sponsor this act, for the simple reason 
that socially minded people or nations 
seldom look to the interest of the indi- 
vidual, but rather to their concept of 
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the interest of the state or the party, as 
the case may be. However, it is still 
probable that since such a strong influ- 
ence will be exerted over your Company 
from governmental sources in every 
other respect, it will not be very long 
before this influence will be definitely 
felt even in matters of minor importance 
in the operation of your property. 

There will not, therefore, be much 

left to the discretion of your manage- 
ment and your board of directors. The 
experience, skill, knowledge and incen- 
tive of private management will have 
been entirely superseded by bureaucratic 
order out of Washington, which, unfor- 
tunately, cannot possibly have the color 
of conditions concerning local operations 
which would make for decisions of wis- 
dom. Is it humanly possible for any 
group to decide quickly and wisely all 
cases which will of necessity arise 
throughout this entire country in this 
rapidly growing and expanding indus- 
try? Is it not true that one of the prin- 
cipal causes of the collapse of some util- 
ity holding companies was just this mis- 
take that our Government now seeks to 
duplicate? Can there be any possible 
result except strangulation of enterprise 
and stagnation of progress? 
"You, as the operator of a locai com- 
pany, will find yourself in the position 
of the henpecked husband who was 
asked who was the boss at his house and 
replied, “My wife always gives all or- 
ders to the cook, the hired man, the 
children, the dog and the cat, but I 
usually say pretty much what I want to 
say to the canary bird.” 

Reasonable regulation, or shall we 
say stringent regulation, to protect the 
public from any type of abuse is always 
in perfect order. I wish that a holding 
company regulatory bill had been passed 
years ago. If it had been, you gentle- 
men would not have been spending the 
last three months in Washington de- 
fending your companies and fighting for 
their very existence. If such a law had 
been passed, it might have prevented the 
abuses practiced by some in the past as 
a result of which a blanket verdict of 
guilty and death is about to be pro- 
nounced against all. 

Maybe it is wise that active, respon- 
sible private management be superseded 
by inanimate government bureaus with- 
out responsibility. Maybe it is necessary 
in the great scheme of things, now in 
dramatic experimental stage, that the 
individual initiative, individual effort 
and individual energy which have built 
this business from zero up in half a cen- 
tury be cast into the discard. Maybe 
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that is true, but no citizen has gone to 
Washington representing either cus- 
tomer or inventor to tell Congress that 
the American people demand such a 
change. 

Whether such is the case or not, I 
submit to you that this Act is a signifi- 
cant step in that direction and that Title 
II is of more importance in that respect 
than Title I, except that Title I, by 


virtue of the abolition of the holding 


company, prepares the way for Title II 
to become thoroughly and more rapidly 
effective. 

To sum it up, Title II will give the 
Federal Government complete control 
of practically every power plant of mag- 
nitude in the United States and every 
transmission line connecting up all those 
power plants. With these large intercon- 
nected systems and all sources of genera- 
tion under Federal control, there only 
remains the appointment of a coordina- 
tor or a director general to make the en- 
tire system nationalistic in every respect. 
The situation will become closely anal- 
ogous to the taking over of the railroads 
of the country in the early stages of the 
World War, except that it is not inti- 
mated that the Federal Government 
will undertake to be responsible for such 
damage to investors as may be incurred 
by virtue of the arbitrary use of its 
power to regulate and even to destroy. 

This Act, in plain language, pro- 
vides that the Federal Power Commis- 
sion may commandeer the facilities of 
private utility companies and subject the 
private investment therein to such rules 
and regulations as the Commission in its 
judgment may deem best in the public 
interest. It authorizes the Commission 
to practically junk private management 
and privately owned property, if they 
see fit, and without a word as to the 
effect that such action shall have on the 
interest of the owners of the private 
property, and further, despite the fact 
that not yet has any serious criticism 
been aimed against the operations, ser- 
vices, efficiency or the ability of the op- 
erating companies to carry on as pres- 
ently constituted and operated. 

Perhaps the Act may be greatly amended 
before it finally becomes a law; perhaps 
some of the dire consequences which I have 
mentioned may be completely eliminated 
from the prospects which you finally have 
to face, but as it exists today it will produce 
the results I have presented to you and con- 
tains possibilities that are not one whit less 
than the worst that I have stated. Whether 
or not such possibilities were the intent of 
those who drafted the bill does not matter. 
They are there and are such that can, with- 
out further change or strengthening, bring 
about the almost immediate nationalization 
and socialization of the electric light and 
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power industry in America. There is noth- 
ing new in what I have told you; there is 
nothing that has not been said and repeated 
to the public and to the men who are re- 
sponsible for this legislation. This industry 
is at the crossroads and you in this room 
tonight who have built it must stand idly 
by, pitifully powerless in the midst of in- 
decision to direct its course beyond this date. 


Rate Making by TVA 
(Continued from page 220) 


the reservation contained in the Tenth 
Amendment, has exclusive authority. If the 
Tennessee Valley Authority within this 
State is engaging in a proprietary adven- 
ture, unrelated to any power conferred upon 
it or on its principal by the Constitution, 
then it is doing an unauthorized thing. En- 
gaging in the business of producing and 
selling electric power, as a utility, it would 
become subject to State regulations, and 
likely be in competition with private utilities, 
or with the State or its municipalities, while 
so engaged. It is contrary to the genius of 
our dual government that the national gov- 
ernment should do business in a proprietary 
capacity, of an internal nature, and not 
related to a constitutional power, within 
the limits of a State, and occupy extensive 
areas of territory therein for that purpose. 
It would be fraught with possibilities of 
collision between such governments and in- 
dividuals. The Tennessee Valley Authority, 
if the averments of the bill are sustained, 
is engaged in producing and selling electric 
power in Alabama, in an enterprise having 
no substantial relation to the improvements 
of navigation or any constitutional power, 
on an elaborate scale, building dams de- 
signed for maximum electric power produc- 
tion to increase surplus power; fixing rates 
and terms in displacement of State functions, 
with the declared purpose to increase the 
magnitude of the enterprise in the future. 
This is not a plan involving only the dis- 
posing of surplus electric power necessarily 
created in the improvement of navigation of 
the Tennessee River.” 


Accident Prevention 
(Continued from page 203) 


tures and other equipment, mainly elevators 
and boilers, is essential. Insurance com- 
panies think so well of accident prevention 
that they spend millions of dollars a year in 
research and investigation of the hazards 
confronting their assureds. 

A form of accident prevention that is oc- 
cupying the attention of cities, states and 
government, as well as insurance companies, 
is the automobile accident prevention pro- 
gram. Like other forms of insurance, the 
cost of automobile insurance definitely de- 
pends upon accident experience and even in 
this field, such large buyers of insurance as 
fleet owners, bus lines, truck lines, etc., have 
definite programs designed to keep down 
the accident cost as well as the insurance 


cost. 

Since accident prevention work is steadily 
growing and has been growing for some 
years, there can hardly be any doubt that 
it has proved its worth to both the pur- 
chaser of insurance and the insurance com- 
panies. 
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Subsidized Electric Plants 


By H. W. Fuller 


Vice-President in Charge of Engineering and Construction, Byllesby Engineering and 


Management Corporation 


An Address before the Fourth General Session of the Third Annual Convention of the Edison 
Electric Institute, Wednesday morning, June 5th, 1935. 


UBSIDIZED electric plants may 
be defined as those which receive, 
in one form or another, benefits 

which other plants of the same character 
do not receive. 

These subsidies may be either direct 
or indirect. 

Direct subsidies take the form of 
loans and grants by the Federal Gov- 
ernment. 

The loans always carry a low in- 
terest rate. 

The grants are an outright contri- 
bution and may or may not be given 
in connection with a loan. 

Indirect subsidies take many forms 
and are often not discernible without 
special study. 

All state, county and municipal 
plants are benefited by indirect sub- 
sidies in varying degrees. 

These subsidies are: 

1. Low rate of interest. 

2. Less working capital required. 

3. Freedom from exacting require- 
ments. 

4. Relief from general administra- 
tive expenses. 

5. Accounting methods not standard. 

6. Relief from taxation. 

The greatest of the operating sub- 
sidies is the comparative freedom 
from taxation. 

Speaking very generally, the taxes on 
commercial electric plants in the United 
States for 1935 will not be far from 
15 per cent of their gross revenue. 

Nineteen thirty-three taxes on five 
commercial electric companies in Can- 
ada averaged 5.5 per cent of their gross 
revenue. 

The average taxes on political utili- 
ties will not be more than 2.5 per cent 
in 1935. They averaged 1.07 per cent 
in 1932. 

We have no data on the average 
percentage of taxes paid by municipal 
plants since the year 1932, but we 
know there is now a tendency to 
exact higher taxes from such plants. 
Some of the benefits that are con- 

ferred on municipally owned and oper- 
ated plants from the six kinds of in- 
direct subsidies mentioned have been es- 
timated and are shown by Table I. . 
Chart 1 shows a comparison of the 
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taxes paid by commercial and municipal 
plants during the last thirty-odd years. 


The taxes paid by commercial elec- 
tric utilities are shown in dollars and 
as percentages of gross operating 
revenue. 

Two hundred and forty-five mil- 
lion dollars was paid in 1934, or 14.1 
per cent of the gross operating 
revenue. 

This same chart shows the taxes (ex- 
pressed in per cent of gross earnings) 
paid by municipal plants—when the in- 
formation could be secured. It is im- 
practicable to show their taxes, in dol- 
lars, on a chart of this scale. 

The taxes paid by municipal plants 
in 1902, the first year of which we have 
record, were $10,120. 

They increased gradually until 1932 
when the total of all taxes paid by 
municipal plants was $1,292,229 and 
this amount was 1.07 per cent of their 
gross operating revenue. 

In the same year, the commercial 
utilities paid almost $204,000,000 in 
taxes—11.73 per cent of their gross. 

I call attention to one significant fact 
not developed by this chart because 
gross revenues are not shown, namely: 
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Taxes paid, in dollars, by com- 
mercial electric utilities increased 92 
times in the period between 1902 and 
1934. 

Gross revenues of all such electric 
companies, in the same period, in- 
creased about 22 times. 

Therefore, the ratio of their taxes 
to their gross income has increased 
over 4 times. 

Despite their many advantages, the 
municipal plants have shown a _ note- 
worthy decrease in number, especially 
in the ranks of those which generate 
their own current. This is shown by 
Charts 2 and 3. 

A report by the PWA furnishes 
data for the year 1933 and makes it 
possible to state that there has been 
no material change in the number of 
municipal plants in that year. 

While the number of municipal 
plants has shown a marked decrease 
since the peak of 1923, the total in- 
stalled capacity showed a continuous and 
rapid increase until 1930. Then the in- 
crease almost ceased and we find a de- 
crease in 1933. 

Table II shows the distribution of 
public electric plants by states as of 
December, 1933. 

The impetus given municipal plants 
by the attitude of the present Federal 
administration and the loans and grants 
by the PWA from the $3,300,000,000 
fund will, however, not add materially 
to the number of municipal plants. 

The first PWA report, February 15, 
1934, showed allotments for and to 335 
non-Federal political plants. 

A third report from the PWA on the 
distribution of the $3,300,000,000 fund, 
as of April 20, 1935, is now available 
and has been summarized in the last 
two columns of Table III. 

The decrease shown, from 335 to 99, 
was due to: 

(a) Unwillingness of municipal 
authorities to accept terms and con- 
ditions imposed by PWA. 

(b) Adverse results of elections re- 
quired for approval of bond issues. 

(c) Opposition of privately owned 
utilities whose market would be con- 
fiscated. 

Ninety-seven projects for new munic- 
ipal, county and state electric plants or 
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Est. at 20% of cost of plant 
Operating expenses (35 per cent of gross) 
Excl. of depreciation and taxes 


Depreciation: 


Taxes: 


Interest on money: 
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MUNI OER nna 5 aos ic ba Se actawecnceess 


OGRE ANON GONENOE 8 565.55 occ tcin on ccccnes 
Gross annual revenue............-.--+-+++: 


ee ee re ere 
Commercial plant ...............-. ++. 


Municipal—2™% per cent...............- 
Commercial—15 per cent (1935)......... 


Total operating expenses................+-- 
ead clas vcts. checks are ketsiaeig noe 


Municipal—4 per cent...............++0+: 
Commercial—6% per cent................ 
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TaBLE I—CoMPARATIVE SUMMARY STATEMENT ILLUSTRATING THE FINANCIAL 
ADVANTAGES OF A MuNnICcIPAL ELEctTRIC PLANT OVER A 
ComMMERCIAL ELEcTRIC PLANT 


Electric Plant 











Municipal Commercial 
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for additions or improvements to exist- 
ing plants have actually been financed 
by PWA funds. Only 43 of these will 
compete with established private com- 
panies. The total of the loans and 
grants to these 97 projects is $25,064,- 
596. 

The statements and figures to this 
point have been confined to municipal, 
county and state electric plants which 
are recipients of both indirect and direct 
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Power Districts 


There is one other class of electric 
project in the so-called non-Federal 
group, the power district plants, which 
have not as yet been numerous. 

The two outstanding ones at this 
time are in the state of Nebraska. They 
received a handsome allotment of $14,- 
800,000. 

The developments proposed — and 
now in progress—are so out of the ordi- 
nary in many respects that it seems wise 


MUNICIPALITIES 


Chart 2 
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to describe and illustrate them. 
A special law, passed by the Legis- 
lature of Nebraska in 1933, was 


necessary to make possible the PWA 
loans. 


The irrigation and power districts 
created by these laws have no power 

of taxation, but can pledge their 

revenues and properties. If they do 

not pay out, Uncle Sam will have them 

on his hands. 

The Loup River project—strictly a 
power development, shown in Chart 4— 
has been examined by commercial com- 
panies a number of times during a long 
period of years and always has been 
turned down. A most liberal grant and 
4+ per cent money on the loan enabled 
the PWA to figure this project as self- 
sustaining. 

The project consists of a number of 
reservoirs and 35 miles of canals to 
create a total head of 126 feet for the 
operation of two hydro plants with an 
installed capacity of about 40,000 kw., 
which at a 50 per cent load factor, 
should produce 140,000,000 salable kilo- 
watt-hours. 

The original plan called for 66 kv. 
transmission lines, which would not sat- 
isfactorily serve an area greater than 
17,680 square miles. 

The communities in the area have 
been reported as 185, and 34 of them 
are served by municipal plants. 

The sales in this area during 1934 
are reported as 464,180,000 kwhr, and 
1935 sales, estimated, will show a 4 per 
cent increase. This development, when 
completed, could supply almost one-third 
of the market. 
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The second Nebraska project—known 
as the Sutherland project, shown in 
Chart 5—irrigation and power, is even 
less defensible economically than the 
Loup River project just mentioned. 

Neither is it as great a menace to 
commercial electric industry, for the 
proposed installation of 24,000 kw. will 
produce only 94,000,000 salable kwhr 
at 50 per cent load factor. 

The electric “pickings” in the cen- 
tral part of Nebraska are pretty thin 
and this plant, when completed, will 
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be able to supply about five times the 
present demand for electrical energy 
within a radius of 75 miles. 

Information from individual oper- 
ations in this area indicates that the 
kwhr sales in 1934 were 18,645,000 
with the possibility that 1935 will 
show a 10 per cent increase. 

There are but 17 communities 
served by 9 commercial companies 
and 10 communities served by munici- 
pal plants in this area. 


Over three-fourths of the output of 
94,000,000 kwhr from this plant will 
have no present market in the limited 
area. 

Unless the local market grows with 
unexampled rapidity, the Federal Gov- 
ernment will have another project to 
support, or the rates for irrigation will 
have to be raised—and that is unthink- 
able. 

Later plans propose an interconnec- 
tion between the hydro-electric stations 
of the two projects and a considerable 
mileage of 115 kv. transmission line. 

This will increase the area to be 
served about 28 per cent. : 

The apparent object of the inter- 
connection is to firm the electrical out- 
put of the combined plants without 
sacrificing water needed for irriga- 
tion under the Sutherland project. 

Incidentally it will increase the mar- 
ket for the excess kwhr that can be 
generated by the hydro-electric plant 
of the same project. 

The combined, salable output of the 
three’ hydro-electric plants of these two 
projects—234,000,000 kwhr annually 
—will be about one-half of the 1934 
sales of the commercial utilities in this 
area. It will require a long time to find 
a market for all energy available in the 
enlarged area. 

We now have a total allotment of 
$39,864,596 to 99 non-Federal electric 
projects. 

We know that since July 1, 1933, 


about $765,000,000 has been allotted by © 


the PWA to non-Federal projects (ex- 
clusive of railroads) and that some 
$260,000,000 of this sum _ represents 
grants or gifts to over 4000 projects. 
We can congratulate ourselves that the 
loans and grants to non-Federal electric 
projects were not greater. 

The column shown in Table III re- 
porting the applications, by states, for 
allotments to non-Federal projects as 
“under study”—totaling in excess of 
$362,000,000—should be “a call to 
arms.” 

The new program of non-Federal con- 
struction has fixed $900,000,000 (with- 
out any restrictions as to amount of 
grants) as the limit—20 per cent more 
than the first program—and the execu- 
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tive committee of the “Construction 
League of America” has recommended 
the following schedule of diminishing 
grants for the allotments under this 
fund: 

Fifty per cent grant to projects 
when work thereon is undertaken 
prior to December 31, 1935. 

Thirty per cent when work is 
undertaken prior to December 31, 
1936. . 

Twenty per cent thereafter. 

If this recommendation is adopted, the 
result should not be so bad, for the con- 
struction of but few of the projects will 
be under way by the end of this year. 

The Administrator of the PWA has 
apparently broader ideas, for some weeks 
ago he said that he would recommend a 
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new loan and grant policy of “50 per 
cent grant and 50 per cent loan” with 
interest on the loan of 3.7 per cent in 
place of the 4 per cent effective in the 
past. 

A recent newspaper article states: 


“President Roosevelt boosted the 
outright grant maximum to 45 per cent 
of the cost of a project and reduced 
to 3 per cent the interest to be paid 
on the additional 55 per cent loan.” 


Should either one of these announced 
policies as to grants and the rate of 
interest on loans become effective, it will 
be impossible for a commercial electric 
company to compete with non-Federal 
electric plants receiving such a subsidy. 

The constitutionality of a loan and 
grant of Federal funds to a municipality 
has been put squarely up to a district 
court of the United States. 

The opinion of the Supreme Court 
in the Schechter case, pronounced on 


May 27, 1935, was that Section 3 of 


Chart 4 


the National Industrial Recovery Act 
is unconstitutional. 

Loans and grants for non-Federal 
works are made under the provisions of 
Section 203 of the same Act. The lan- 
guage of this section is open to the same 
objection as that of Section 3 in that it 
is a “virtually unfettered” grant of au- 
thority. Section 203 is open to the fur- 
ther objection that these loans and gifts 
are not in furtherance of the enumer- 
ated constitutional powers of the United 
States and are, therefore, illegal. 

We have good ground for hoping that 
this high-handed method of attacking 
our business will be prohibited by the 
Supreme Court. 


Subsidized Federal Electric Projects 


There are six major subsidized elec- 
tric projects now in progress. These 
projects are claimed to be principally 
for the benefit of ‘flood control, navi- 
gation and/or irrigation.”” The public 


statements that appear from time to 
time, however, dwell mainly on the 
water power that will be produced. 

However much we may question the 
wisdom of expenditures for a navigation 
that does not exist and, to judge by long 
experience, will never come, or for the 
irrigation of lands when crops on other 
lands are being plowed under, or for the 
subsidized development of electric power 
in sections of the country served by com- 
mercial companies, we must admit that 
flood control may be necessary in some 
regions and that expenditures for that 
purpose may be justifiable if they bear a 
reasonable relation to the amount of 
damage that has been caused by the un- 
restrained floods. 

There has been so much heated dis- 
cussion concerning the above Govern- 
ment-financed projects that it would 
seem wiser not to enter this controver- 
sial field. But there is one angle that 
has only been touched, namely, the pres- 
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ent and immediate market for the out- 
put. 

The plans for the ultimate develop- 
ment of most of these projects are very 
indefinite as to capacity, transmission, 
and area to be served. 

For this reason, the facts to be pre- 
sented today are based on the 

(a) Plants completed or well under 
way. 

(b) Capacity to be immediately in- 
stalled. 

(c) Areas, selected by the writer, 
that can be reasonably served by 
these plants when they are placed in 
service. 

No attempt has been made to deter- 
mine the generating capacity of the com- 
mercial plants now serving the selected 
areas—the many interconnections make 
such a determination almost impossible. 

As a basis for the comments hereafter 
made, a definite attempt has been made 
to determine the kilowatt-hour sales in 
each area and an estimate of the antici- 
pated sales in 1935. 

In figuring the ability of these sub- 
sidized plants to produce kilowatt-hours 
for sale to the ultimate consumer, it has 
been assumed that 

1. All generating, transforming, 
transmission and distribution equip- 
ment of these subsidized plants will 
be available 8760 hours in each year. 

2. Transformation, transmission and 
distribution losses will average 20 per 
cent. 

3. The annual load factor will be 
50 per cent. 

Four of the six projects have been 
discussed for years. The remaining two 
were conceived by the “New Deal.” 

The projects are named as follows: 

Boulder Dam—Colorado River. 
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Tennessee River. 

Columbia River. 

Casper-Alcova-Seminoe. 

Fort Peck—Miissouri River. 

Quoddy. 

Sketch maps have been prepared to 
illustrate the Tennessee (Chart 6) and 
the Columbia River projects (Chart 7). 

Boulder Dam is too well known to 
need illustration. 

Casper-Alcova is, at present, out of 
the picture because of serious difficulties 
in the matter of water rights. 

Fort Peck is nothing more now than 
a tremendous reservoir. 

Quoddy has been adopted so recently 
that, as yet, its exact form is uncertain. 

The National Power Survey—just 
completed by the Federal Power Com- 
mission—predicts a “shortage of electric 
generating capacity” in many states, 
totaling 4,000,000 kilowatts, following 
“a resumption of normal industrial ac- 
tivity.” 

No mention is made of the large ca- 
pacities now advancing to completion 
under the stimulus of Federal subsidies. 

Is it possible that this opinion of the 
Power Survey was worded so as to fur- 
nish some sort of justification for the 
expenditures on four of these Federal 
projects? 

Boulder Dam 


This dam, finished two years ahead 
of schedule and to be ready to turn out 
power one year from now, is a serious 
problem to those commercial companies 
and municipalities who contracted for a 
large part of the electric output. 

This project—bitterly fought several 
years ago—differs from the New Deal 
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projects in that it will yield advantages 
which could be had in no other way. 

Flood control of the Colorado River 
is a definite benefit to the Imperial 
Valley. 

A control of water used for irriga- 
tion in the Imperial Valley is of some 
value. . 

A dependable supply of water for 
municipal purposes is a requisite tor 
the future growth of Los Angeles and 
other nearby communities. 

The electric energy to be produced is 
a mere by-product and has been, or will 
be, sold to the commercial companies 
and municipalities for distribution and 
sale by them to the ultimate consumers. 

Note, please, that this energy is to 
be sold to, and not in competition 
with, the commercial companies. 

The initial delivery of energy will 
be in bulk to a receiving substation 
located near the immediate market— 
over a double circuit 275 kv. trans- 
mission line 266 miles long, having 
an operating capacity of 240,000 kw. 

Sixty-four per cent of the estimated 

ultimate four and one-third billion kw.- 
hr. of firm power per annum was con- 
tracted for by municipalities, commercial 
companies and one “water district,” all 
in southwestern California. 

The balance (36 per cent) is under 
option to, but not contracted for, by the 
states of Arizona and Nevada. 

There will also be about one-third as 
many kilowatt-hours of secondary power 
available each year. 

All allottees in California for this 
power, except three municipalities now 
petitioning for delays, take this firm 
power on a percentage basis, increasing 
each year until the end of the sixth year 
following the first generation of power. 
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The requirements of the several al- 
lottees in 1934 totaled about 3,850,000,- 
000 kwhr and the estimated increase 
for 1935 is 3 per cent. 

The initial installation of 370,000 
kva. at Boulder Dam — 28 per cent 
of the ultimate installation—should be 
able to produce about 1.2 billion kwhr 
for delivery to the allottees, or 30 per 
cent of their requirements in the first 
year of operation of the Boulder plant. 

Note, please: 

1. The total present generating ca- 
pacity of the allottees in California 
exceeds slightly 1144 million kw. 

2. The ultimate installed capacity 
at Boulder Dam has been placed at 
1,054,000 kw., with 80 per cent power 
factor. 

Arizona and Nevada will have dif- 
ficulty in finding a market for their share 
of Boulder Dam power so that the mar- 
ket in California must grow considerably 
if the output from all this capacity is to 
be absorbed. 


Tennessee River 


The most publicized Federal de- 
velopment is that of the ‘Tennessee 
River, known with all its ramifications 
and side issues, as the TVA. 


Please note the change—by Federal 
Government—in the method of dispos- 
ing of the energy to be generated as 
compared with that adopted for 
Boulder Dam power. 

Subject to certain conditions, the 
TVA will sell direct to a municipality 
for distribution by that municipality. 

The PWA—first cousin to the TVA 
—has loaned money to one city, in 
debt to its eyes, to build a distribu- 
tion system for retailing TVA power 
in competition with an existing com- 
mercial company. 


Chart 7 


In order to find a direct market for 
its output, the TVA has purchased—or 
attempted to purchase—transmission and 
distribution lines from commercial com- 
panies. It has also constructed new elec- 
tric lines to further this program. 

One Federal Judge—who does not 
fear the crack of the Administration 
whip and is not politically interested in 
the distribution of the $4,000,000,000 
fund—has placed a monkey wrench firm- 
ly in the gears of the Lilienthal-Morgan 
machinery. 

It is to be hoped that the Federal 
Judges who will be called to review his 
action will see and affirm the justice of 
his decision. 

The Constitution of the United 
States may be out-dated in the esti- 
mation of the New Dealers, but to 
many of us it is still sacred and we 
do not expect Federal officials to 
ignore or deliberately violate it. 

The three developments—one com- 
pleted and two to be ready in June, 
1936—on the Tennessee River, with 
their initial installed capacity of 332,000 
kw., may be expected to produce 1,165,- 
000,000 kwhr for sale to individual 
consumers in an area of 136,000 square 
miles—all of Tennessee with parts of 
seven contiguous states, and just touch- 
ing two more (Chart 8). 

This territory — according to Mc- 
Graw-Hill—contains 626 communities, 
each of which is now supplied either 
by one of the 52 commercial companies 
or by one of the 41 municipal plants 
in this area. 

The commercial companies’ reports 
show service to 894 communities. 

The kilowatt-hours sold in this area 
during 1934 totaled 2,612,441,000 and 
the commercial companies and munici- 


pal plants predict an increase for 
1935 of 10 per cent. 


If the TVA elects to increase the in- 
stallation of generating units at Wheeler 
Dam to 128,000 kw., then their Tennes- 
see River developments may be expected 
to generate annually energy which can 
supply 1,500,000,000 kwhr to ultimate 
consumers, or 60 per cent of the 1935 
requirement, with Pickwick (just 
started) to be heard from. 

There is no possible way of finding 
a market for any considerable part of 
the output of these developments with- 
out pirating the commercial companies. 


Columbia River 


The Columbia River offers ultimate 
power possibilities of 8,000,000 kw. and 
an annual output of 41 billion kwhr. 

The improvement of this river for 
flood control, navigation and irriga- 
tion does not appear now to be eco- 
nomically sound. 

One sizeable development has been 
made by a commercial company at a 
favorable site, and the Government is 
now working on two sites. 

Bonneville (86,400 kw.) ready by the 
middle of 1937. 

Grand Coulee (102,900 kw.) ready in 
the fall of 1937. 

The initial development at Grand 
Coulee will be restricted to a dam creat- 
ing a head of 152 feet. The ultimate 
head is to be 351 feet. 

With this limited head (152 ft.) 
and installation (102,900 kw.), Grand 
Coulee can generate 360,000,000 sal- 
able kwhr annually. 

Between Coulee and Bonneville there 
is a fall in the river of about 850 feet, 
only 50 feet of which has been developed. 

Bonneville is near the best present 
market and, with its head of 62 to 64 
feet and initial installation of 86,400 
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kw., should be able to develop, for sale, 
about 300,000,000 kwhr annually. 
These two initial installations will 
supply about 660,000,000 kwhr for 
sale to ultimate consumers in this ter- 
ritory. 

The territory which can be served in- 
cludes all the state of Washington, about 
40 per cent of Oregon (northern part), 
a part of northerly Idaho, and just a 
very small bit of Montana—in all some 
114,000 square miles (Chart 9). 

In this territory will be found 273 
communities now served by 52 commer- 
cial companies and 18 served by munici- 
pal plants. 

We know that the 1934 kilowatt-hour 
sales in all communities in this area 
totaled about 2,420,400,000 and that 
1935 sales are estimated at 2,500,000,- 
000. Compounding this yearly rate of 
increase until Bonneville is ready for ser- 
vice gives a possible annual sale at that 
time of 2,650,000,000 kwhr. 

The commercial companies should be 
able to absorb the output from the initial 
installations by 1942, if it is offered to 
them at a price no higher than their 
present increment killowatt-hour cost. 


Other Projects 
Perhaps I should not even mention 
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the Casper-Alcova-Seminoe project—be- 
cause: 


Chart 8 


1. It is located in a desolate part 
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of Wyoming. 

2. The expenditure contemplated is 
small compared with other indefens- 
ible Federal projects. 

3. A dispute as to water rights has 
put a stop to the work and may kill 
the project. 

4. The proposed electric installation 
is small—30,000 kw.—and a consider- 
able part of the energy will be re- 
quired for pumping for irrigation. 
Nevertheless, this small plant will 

generate more than the energy required 
by the 14 communities and one impor- 
tant oil field and refinery within the 
tributary area of 17,680 square miles. 

The kwhr sales in these 14 com- 
munities in 1934 aggregated 31,000,000, 
and a 10 per cent increase is hoped for 
in 1935. The oil field and refinery used 
43,500,000 kwhr in 1934 and antici- 
pate a smaller use in 1935. 

Fort Peck (in northeastern Montana) 
is mentioned because it has been said 
that a hydro-electric plant of 50,000 kw. 
capacity will be installed here later. 

The project as now authorized is to 
create a large storage reservoir for reg- 
ulating the flow of the Missouri River 
for navigation purposes between Sioux 


City and St. Louis. 








; Chart 9 


Many millions have been spent to 
promote navigation on this part of the 
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river and, so far, these expenditures 
have been unproductive. 


$80,000,000 has been allotted for the 
Fort Peck reservoir, and the engineers 
say $100,000,000 will be needed. 

It seems doubtful whether even a 
stable and deep channel during the 
low water season will generate 
enough traffic to justify this tremen- 
dous cost. 


There is practically no market for 
power in the vicinity of the dam. The 
thinly populated territory is now served 
by a commercial company. 

The Passamaquoddy project as orig- 
inally conceived (about 1920) covered 
a tidal water power affecting the St. 
Croix River and Passamaquoddy and 
Cobscook Bays in Washington County, 
Maine, and lands and waters in the 
Province of New Brunswick, Canada. 

It was planned to create an operating 
head of 13 feet and, with a flow of 300,- 
000 c.f.s., to develop 2,500,000,000 kw.- 
hr. annually. 

As now modified so as to secure an al- 
lotment of $30,000,000 from the PWA, 
the project is to be confined entirely to 
American waters and the estimated out- 
put therefrom has been reduced to 250,- 
000,000 kwhr, with a peak capacity of 
45,000 kw. 

It has been stated that the PWA will 
justify its loan and make the project 
appear to be self-sustaining by charging: 

$10,000,000 to relief work. 
$10,000,000 to national defense. 


Previously named subsidized Federal 
projects are bad, but this one is the last 
word in futility and extravagance. 

In what precedes, I have, as far as 
possible, given you facts and we have 
looked ‘‘at the record,” a record with 
which most of you are probably familiar 
in a general way. If I have been able 
to serve you at all, it has been by con- 
densing and combining facts and figures 
and thereby bringing to your attention, 
clearly and emphatically, the evils and 
injustices under which we labor and the 
dangers that the future holds. 

These facts and this record show an 
ever-increasing tendency on the part of 
government, local, state and federal, to 
deal harshly, and even unfairly, with 
our industry. 

The New Deal policy of duplicating 
our established facilities and confiscating 
the markets created by our enterprise 
and our capital is, in plain words, piracy. 

Objection by us as individuals, or as 
representatives of a corporation, to this 
actual and growing destruction of our 
property, by the use of money in part 
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contributed by us, has, so far, done little 
to arrest this movement. 

Our failure to make any real impres- 
sion on the President and his numerous 
and obedient followers in Congress is 
probably due to the fact that we have 
not been sufficiently bold and active in 
our opposition. 

It is not for me to decide, but I am 
sure that the correct policy must include 
frank and frequent appeals, not only to 
our security holders and employees but 
to the public. 

It is necessary to tell the public, not 
once, but often, that a public utility cor- 
poration, like most other corporations, 
is not an impersonal and heartless mon- 
ster, but an aggregation of ordinary 
citizens who have put their money to- 
gether in the creation of facilities for 
the performance of a needed service in 


the hope that for this service the public 
will pay a fair but modest compensation, 
a reward that has not always been forth- 
coming. 

This simple fact with variations 
should be told over and over again to 
our security holders and employees and, 
with their help and by means of radio 
talks, advertisements and addresses be- 
fore clubs, boards of trade and the like, 
efforts must be made to make people un- 
derstand what we are and to appreciate 
the dangers which the present policies of 
the New Dealers threaten to every kind 
of private business and to all invested 
capital. 

Let us show that we are not satisfied 
to be the football of the selfish and de- 
signing. If there’s any kicking to be 
done, let us be the kickers and not the 
kicked. 








